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The Honorable Abraham Ribicoff
Chairman .

Committee on Government Operations
washington, D. C. 20510

Dear Mr. Chairman:

I am herewith transmitting a compendium on
the subject of zero base budgeting as it has been
implemented in various states, for printing as a
Committee print.

Given the widespread interest in the subject
of zero base budgeting, I believe this document will

e leee - pe useful-as -a-committee print for-both- Members of

Congress and the Executive Branch.

wWith best wishes.

Sincerely,

EdMund S. Muskie
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INTRODUCTION
By Sexartors Epwuxsp S, Musxie axp Winiax V. Rorn

Just three years ago—in December 1973—the Subcommittee on In-
tergovermmental Relations published the results of its survey of public
attitudes toward American government conducted by the Harms
orvgunization. (Crisis and Confidence : Citizens Tiew American Govern-
anent reported that most Anerieans had lost confidence in theip public
institutions and leaders and were disenchanted with the performance
of government. Fortunately, these disqnieting attitudes had a more
encouraging side: most AAmericans still believed that governments at
alllevels conld be made to work effectively.

The fundamental message of ‘this survey wus that the American
public is less concerned with the size of government than with the
quality of services which the government provides. The only govern-
nient worker to get high marks from the public was the loeal trash col-
lector. because at least people knew whether he was doing his job or
not.

What this message sayvs to those of us in government is clear: that
the TUnited States cannot muddle through this crisis of confidence
simply by voting bigger budgets and more programs for more special
groups. At this stage of the game, we cannot buy public support with
programs which do not work, which are not necessary. or which waste
valnable budget dollars. Unproductive programs rob American gov-
ernments of the wherewithal—both in public support and financial
resources—to he responsive to the expectations of the public. In an
age of searcity, we canuot squander onr resonrces and opportunities
with duplicative or second-best etforts, :

The surest way to restore confidence in government, then, is to
deliver more effectively on the promises made to the American people,
te be more responsive to their needs, and to promise only that which
is possible to achieve. Much progress has been made in the past few
Years in these directions, and we are prond of the initiatives taken by
the Congress to ereate a move effective and responsive Federal Gov-
ernment. But public business should not be conducted behind closed
doors. nor the budget decided by cloged minds. The doors of the
Federal Government have been opened to public scrutiny, and the
books of the Federal budget have been subjected to more carefnl
review, . ' ) 4

Althongh they appear to address vastly different concerns, snnshine
legislation. impoundment. control, freedom of information and con-
gressional budget reform all relate to the accountability of American
political institutions to the people they ave supposed to serve. All are

(vID)
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attempts to lift the cloud of public disenchantment with govermment
and foster a sense of confidence that government is doing the job.

But we need to do more.

In the course of tmplementing the new congressional budget proc-
ess, for example,.ave have beconte aware that budget reform, while
eritically important, cannot be an end unto itselt.

The new budget procegs has given Congress the tools for deter-
mining a fiscal policy and budget priovities of the nation in a more
ational Fashion than ever before. Although it has been in operation
for less than two years, that process has had o marked impact both on
the way in which Congress makes budget decisions and on the actual

. decisions themselves. The budget process has made Congress much

more aware of and responsible for its fiscal actions, and has provided
a comprehensive framework within which individual program and
spending decisions can be made.

=Nevertheless, the first experiences nvider the new budget process
Tiive convineed us that Congress must be as careful in deciding the
parts of the budget as it is  determining the whole. Congress must
have a method for reviewing the utility and eifectiveness of all pro-
grams, regardless of their antiquity or political status.

Under current practices, for example, maiy programs cin continue
in operation in spite of the budget verdict rendered by Congress. Such
programs have pernanent status in law, so that they nced not be re-
appraised periodieally to aseertain whether they merit continuation.
Even if Congress adopts a budget resolution which assumes that cer-
tain programs will be curtailed, the resolution can be etfective only
to the extent that Congress subsequently takes legislative action to
repeal or change laws already on the books.

For this reason. we have joined witliineardy 50 other Senators, in
propoéing a sunset process for all Federal programs and agencies.
S. 9. introduced this month in Congress, would require the periodic
termination of all Federal programs, with only a handful of excep-
tions. in accord with a statutory schednle. Programs would continue
only if they had been reauthorized by 7Jongress, pursuant to a review
of iheir effectiveness and continuing nsefulness.

Tn developing a review process to accompany the sunset require-
ment. we investigated the development of zero base hudget gystems ™
by a number of State govermments. We recognized that sunset and
zero-base budgeting are distinet approaches. Zero-hase lm((&et'in;'_r
relates primarily to executive branch budget practices, to the manner
in which agencies prepare their budgets for review by the Chief Exeen-
five aud his budget staff. Sunset, on the other hand, is a legislative
proress. linked to the congressional. role in the authorization of pro-
grams and agencies. Snnset and zero-buse budgeting are comple-
mentary reforms: zero-base budgeting’alone cannot assure the changes
in Inw neceseary to upgrade program Per-formance and effectiveness.

To date. Stafe governments have taken the lead in applying zero-
basge budgeting. functioning once again as the laboratories of Ameri-
e demoeraey. The Federal Government can benefit from the experi-
ences of the States. Government improvement nwst be a two-way
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street: the Nation’s Capitol does not have 1 monopoly on new ideas
and solutions. Perhaps o dozen States now use features of zero-base
budgeting though the approach ditfers from State to State. It is
worth reviewing State experiences with.zero-buse budgeting if we
are interested in fashioning a version of that process that s appro-
priate for both the ¢eale and functions of the Federal Government,

President-elect Carter has indicated that he will introduce a zero-
base budgeting systemn shortly after his inangnration. As Governor of
Georgia, he pioncered in the development of the first, and possibly
the most advanced—zevo-base hudgeting system in State government.
The Subcommittee on Intergovernmental Relations has gathered into
this  volume various published and unpublished materials on zero-
bage budgeting, We hope that this compilation will contribute to an
informed and productive implementation of zero-bage budgeting by
the pxecuative braneh.

The subeommittee owes a debt of gratitude to Dr. Allen Schick
and Robert Keith of the Congressional Researeh Serviee for their
work in the compilation of this volume. We owe particular thanks
to Dr. Schick who has counseled the subcommittee in the development
of the Snnset bill. )
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/Article from National Business -
January 19777

Jimmy Carter

Tells Why

He Will Use'
Zero- . 5

Base

'Budgeting'

BY PRESIDENT-ELECT JIMMY CARTER

EN 1 BECAME governor of Georgia in 1970,

one of my firat jobe was to finalize the budget

for the coming year. The departmental funding re-

quests amounted to more than half again as much

money as would be available. No one had made any

attempt to arrange the requests in any sort of
priority.

I saw the need for a budgeting techniqué in
Georgia which I now see as nesded for the federal
government.

That technique is zero- -basa budgehng

'Immedlataly after my i guration, I will
zoro-hase budgeting for all federal departmenta
bureaus, und boards by executive order.

Zero-bare badgeting is well-known to many busi-
nesg people [see “One Way to Erase Neodless Gov-
ermmment Programs,” NaTion’s BusiNgss, Novem-
ber, 1976]. Some 300 businesses and a dozen atate

.. governments gre now utilizing the concept. How-

ever, allow mo to define it for you.

Back to the beginning

In contrast to the traditional budgeting approach
of incrementing the new on the old, zero-base bud-
geting demands a total rejustification of everything
from zero. It means chopping up the organization
into individual functions and analyzing each an-

24

nually, regardlesa of whether it is 50 years old or a
brand-new proposal for a future program.

The budget ls broken into units called decision
packages, prepared by managers at oach level.
Theee packages cover every existing or proposed
activity of each department. They mclude analyses

and

of purposed, costs, of perfi
beneits, slternative coursea of action, and conse-
quiences of disapproval. . -

Packeges are also ranked in order of pnonty.
After paveral discussions between department heads
and the chief executive, the rankings are finalized,
and packages up to the level of affordability are
approved and funded. In the case of the federal
government, o¥ course, final approval would be up
to Congrees.

Zero-base budgeting has bad a rather ]ong gesta-
tion period and a brief infancy. It ‘draws oft a num-
ber of innovative techniques developed in the early
1960’s in systems analysis, problem-solving, cost-
beneﬁt analysis, and program management. Budget-
ing upplications of these disciplines were being
developed and employed in various staff functions
at several major companies,

Since then, dozens of public and private orraniza-
tions have applies the technique, and the roster of
its disciples has continued to grow. Each has shared

NATION'S BUSINESS - JANUARY 1977

(1)
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a need to plan and allocate resources more ration-

y. .

As the new governor of Georgia, I quickly moved
to implement zero-iase budgeting by executive
order. Major benefits Jor the taxpayer resulted. For
example:

o Previousiy, every major department had. its
own computer aystem. Through zero-base budget-
ing, we created ono central computer system.

* We merged 43 print shops into one.

® Georgia patrolmen—expensively trained, uni-
formed, and provided 'individually with automo.

*"'biles—~often vrere ansigned to administrative chores '

or radio dispatching. Through zero.base budgeting,
we moved almost 100 of there troopers out to patrol
the highways and replaced .Lthem with handicapped
Georgians trained by vocational rehabilitation. The
many benefita are obvious.

Big reduction in coste

Theso and other achievements resulted in a 50 .
percent reduction in adminiscrative costs. I see nio
reason why benefits of the same magnitude can't be
captured in the federal government.

There was, of course, intense opposition to zero-
base budgeting from bureaucrats who thrived on
confusion, from special interests that preferred to
NATXON’E BIUSINESS « JANUARY 1977

3

10

work in the dark, and from a few legislative ivaders
who did not want to see their fiefdoms endangered.
But with forceful lendership and p iveness by

our key men, the new approach was widely accept-
ed. That acceptance was accompanied by gratitude
that the state's resources were being allocated -~
openly, decently, and free of political intrigue.

No instant miracles

I don't want to mislead you and leave the im-
pression that implemanting zero-base budgeting

will creato instant miracles in the federnl govern- . .

ment. In Georgia, its impact during my i

was gnite subtlo, but nevertheless real, in makmg
basic ‘changes in our government’s operation. No
doubt it will continue to generate unprovements in
the years ahead.

Many seasoned executives hava raised specxﬁc
and sometimes well-intentioned concerna about
zero-base budgeting. Here are some of the most
frequent ones and how I and others have handled
them.

1. Zero-base budgeting is threatening. Therefore,
budget submissions will be less than candid. This
challenge is not unique to zero-base budgeting. I
know of few managers who enjoy complately open

’ 25
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and frank’ discussions during the budget cycle, Re-
luctant participants should be approuched with a
dinlogue that focuses on what the process can do for
them rather than to them. For uunlike traditionul
approaches, zero-base budgeting offers thein n genu.
ine opportunity to incrense their resources where
they can demonstrate greater effectiveness or need.

2, Administration and communications beconte
more complicated as more people become involved. In
its formative yenrs, this concern was probably valid.
It is less so now that procedures and forms have
been refined and tested, and a sabstantinl number
of planning executives have gained experience in the
technique, But in a more fundamental sense, I have
found that thv best ideas for improvement have
often come from the rank and file who know their
operations intimately and are seriously committed
toimproving ther. Zero-base budgeting can provide
these people a channel of communications for theh
day in court, notwithstanding administrative diffi-
culties. The trade.off is worth it

3. Zero-base budgeting requires more time. That
may be true during the learning process, but my
own experience suggesta that, after a year or 80, the
time required for budgeting is substantially lessened,
often by as much as a third. More importantly, the
quality of budget requests improves dramatically.

4. Zerobase budgeting forces decision-making.
Forcing decision-making is one of zero-base budget-
ing's greatest strengths and an obviously healthy
one for a government or other organization that
uses the technique. But since forced decision.making
can be a bitter pill at times, a carefully devised
implementation plan, worked out well in advance
and rigorously adhered to, can minimize this risk.
In Georgia, we further minimized this risk by
amending the state constitution to permit payment
of incentive awards amounting to up to ten percent
of first.year savings. These payments were to reward
those employees who made cost-saving suggestions,

5, Large ol of decisi k place an un-
monageable burden on the budgd alaﬁ In Georgia,

we managed this problem with a computer routine.
A N

" s \v...“
!
From iny experience in uuvvrl""w, ff“'-tl“ n.h'iw

experiences of cornorations in ]n | "'f Wy )

nuniber of clear.cut benofits frof ;""i‘o.
buse budgeting effort ¢nn be citol : \‘:i(,g
include:
m\ *\l

® Focusing the manngement P ,ﬂ"'y e Mn iy
and decision-making rather thu? st 1Ow ‘\‘\
~in other words. the what, wis an Qﬂ
us well a8 hew inuch, li"“

® Combining planning, pudie rocd:qwll( “*a.

tional decision-muking into on¢ Pi )
« Forcing managers to evuiat® hn" ! f‘u‘ “h‘.,
effectiveness of their operations: fll 1y vhlgl\
ific programa--both new un" d.,.io twe, 2N
clearly identified rather than fur off v’, \:\\ 1
. Provxdmg a system to trid® ) hmt “Qg "
term ‘and short-term needs d“"" ¢ “'\Q t‘h

-period, as well as a follow.up 00 ymeny,

formance during the year, ot Q,
s Allowing for quick budeet d’:o"f:gw \: .
source shifts during the yes’ i bt
revenue falls short, In so doin®é t“ g
offers the capability to quick!y and p" QlNi-
o
fy goals and expectations to cof7®
and affordable plan of operatio™ ﬂ’
& Identifying similar runc“°“’ o8
departmenta for comparison 87 nd ¢ 82 in g
® And most important to M b{"",g he
mnnagcment participation and '-"‘"mg pm“\\.
ning, budgeting, and decigion-m?® .

A need at the top o° Ong op
Zero-base budgetmg prowd r‘" "‘&x\t“\e
best tools for ensuring constant P don O, OF
staff programs, new as well 88 °! Wiin t“'\Q tqk},
will work unless those at the ‘oP v"lm““\;,“\e
workings of a large bureaucracy’ 1y # g on, Oy
long hours to find out what i8 r® “ﬁed l\lui q'\d
have the political courage to m’ke NS 3
The best creative energics Ar? e ¢d. Ny, O
out a zero-base budget. Nothinf " fag t"\d
innovative techniques muat b? Pl‘o
and compared to traditional 8PP B’ Yoy
Hoiwever, zero-base budgeting re Ly
value. tﬂd gfpr“du
In the private sector, misdireS ” v Q
ataff efforts never paid a divide fﬂ

Each decision package was assi a code

Among other things, this allowed us to identify
seven agencies responsible for the education of deaf
children“and 22 responsible for the utilization of
water resources. Even if we could claim no benefits
from zero-base budgeting in the first year (which
we could), tha technique provided us with a massive
data base that was a critical information source for
a major reorganization.

26

.- to describe the kind of service being delivered, thus -
. enabling us to detect duplication automatically.

- ployee; launched a successful P

gful, rewarding job for mdl"‘ ;untz:}: "\.

dind e iy
tion on time: or satisfied a dem‘:‘: n" t'ght ;
Similarly, in the public secto™ igf’ LN
herent conflict between careful "‘n;ﬂ"m m“hl:“‘i-
geting, and constant manageme" ent o 104
the one hand, and compasslo"‘w w#"“ "Q “\
deprived and afflicted on the other: ,,r"ﬂ (lid q l‘

ficiency never fed a hungry Ch“d' 4 Sa th
for a willing worker, or ALY
NUs ,S
student. » Ry
. L
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ZERO BASE BUDGETING IN THE STATES
FOREWORD

The National Association of State Budget Officers (NASBO), in
cooperation with the Congressional Research Service (CRS), has undertaken
a survey of zero base budgeting practices in state governments. NASBO
sent a brief questionnaire to all state budget officers in May 1976 and'
responses were received from ‘41 states and the District of Colimbia,

(A copy of the questionnaire is appended to this report.) CR‘S agreed to
analyze the responses and to prepare a report for distribution to NASBO
members and interested members and committees of Congress. This report
is based on the survey returns an'd is supplemented with a review of docu-
mentary material concerning ZBB in about a dozen states. A prefatoriql
commentary by NASBO is also included.

Many thanks are due to the members of the NASBO Systems, Techniques
and Data Committee, under the chairmanship of Leonard D. Schaeffer of
111inois, who authorized this cooperative study and assisted {n develop-
ing the survey and %o Dr. George A. Bell, Executive Director of NASBO, who

 provided expert assistance at all stages of this project. We also greatly

appreciate the cooperation of the budget officers who responded to the

questionnaire and sent supporting materials.
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PREFATORY COMMENT

Zero base budgeting is 3 concept which has recently captured
considerable attention in fiscal and legislative circles. It is
attractive to business and government alike, The term undoubtedly

has an appeal to the public far surpassing that of other budget and

management terms such as planning, programming, or manag t by
objectives. “Zero base" 1s easy to picture. To the ever- suffering
taxpayer the idea of starting from nothing lends fuel to the fervent
hope that govgrnmenta'l expendi tures can be cut, i

288 has been around for several years. However, its increasing

attraction to governmental executives and legislators in the past two ‘

years can be attributed to at least two factors. One was the fiscal
crisis in many state and local governments resulting from the impact
of the sharp recession of 1974-75. Any recession causes retrenchment
at the state-local level, but this recession in addition triggered

a threat of debt payment default by New York City and State. This
Jed many Jeadars to stress more than before that government resources
are limited, that we cannot afford to promulgate and éxpand all de-
sirable programs, and that choices have to be made. ZBB was seen 2as
a way to accomplish this choice-making.

Another factor was the catapulting into the national political
scene of a former Governor of Georgia, who as 2 candidate for
President announced the intention of utilizing zero base budgeting
in the federal budget process. The Georgia 8B system, installed
in 1971 during the Governor's first year in office, has been institu-
tionatized with periodic revisions as the basic budget system of

- -
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the state. The national attention now brought to the concept promises,
to result in further fnstallations of ZBB or varfations of ft.”

Like most other public administration terms, 'ZBB does not
have a comnmonly accepted definition., The popularity of the term
causes its use in many ways. Others use ZBB approaches without
calling them such. The authors of this report have done an admirable
Job of sorting out the state responses and reviewing budget manuals
to draw up a classification they felt was most accurate. State re-
spondents have accepted this classification, even though in a few
cases it meant transforming “yes"™ answers to "no,"” or vice versa.

The problem of classification occurs because of the catchiness
of the term. For purposes of this report, a ZBB system fncludes
more than the intent to analyze programs from the ground up; it
8150 includes certain trappings such as dividing agency activities
into “decision packages™ and "priority rankings." The trappings,
holuever. can obscure accomplishment (the "triumph of technique
over purpose™). Good program analysis in any budget system will
ask what happens if the program were reduced in size or abolishec,
no matter what the name of the system.

The spread in state government of ZBB or its variations is
another indication of the continual search for improved budgetary
procedures. BB is the current fashion, 21though two processes
related to andsometimes tied to budgeting--Management by Objectives
{v30} andi evaludtion of program effectiveness--are in strong con-
tenticn. Pa“st mvcmpnls--prdqram budgeting, performance budgeting,

T
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planning,program and budgggjng systems (PPBS), have come, made their
mark, and have retreated to the rear of the stage.

Note, however, that they are still on the stage. New approaches
to improvéﬂ budget.analysis and decision-making have usually been
heralded with fanfare, resulted in redesign of forms and instructions,
and frequent]y;hoked in an entanglement of paperwork. Surviéing this
collapse are those elements of the new approach which prove to be most
useful in the long run. Thus the current emphasis on sound analysis
and program effectiveness evaluation has grown at least in part from
PPES. By the same token, ZBB sometimes starts too ambitiously, and '
survives in more modest form as the strong elements of the system are
adapted to political, fiscal and manpower realities.

Indeed, this transformation is a1keady underway; for instance;
some states apply the techniﬁue not to zero but to everything above
80 or 90 percent. In addition, states already utilizing sophisticated
techniques of budget analysis are adapting some aspects of ZBB to
augment their present systems. And nobody really goes to zero on

everythihg. A1l states have sacrosanct special funds, programs or

" agencies having constitutional protection against which the zero

approach would be a waste of time. Furthermore, programs such as
state aid to local governments and public schools are funded according
to statutory formulas and are not usually susceptible to the zero
approach. Many of these limitations on "nure” [SB are recognized and

noted in this report.

- {ii -
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We can expect, then, that the states in applying IBB concepts
to their budget systéms will sooner or later institutionali;e the
most usable segments of this approach, integrating them with the
strong features of their current systems. 1In this manner 288 will
be added to the many approaches to budgeting and mana§ement which
have been developed in the past and will be developed in the future

in the continuing quest for greater rationality in and understanding
of the budget process.

George A. Bell
Executive Director
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INTRODUCTION

The main purpose of this repért is to assess the extent to
which IBB practices have been applied in the states, not to appraise

efther the worthwhileness of these practices or their impacts on

‘budgetary outcomes. The limited data contained in the survey do

not permit this analysis to go beyond the formal procedures of
budgeting. Or-the-scene observations of budgetary practices would
be required before an evalaution can be conducted of Z38's effective-
ness. Yet there is some\ vlalue in merely recording state-by-state

use of ZBB procedures. Although there has been much talk about

18B in recent years, no one seems to be sure whether it has spread
to more than a handful of states.

A second purpose is to provide backgrouﬁd information for
Congress in its consideration of legislation to introduce 18B-type
practices in the federal. government. During thé 94th Congress,
considerable attention has been given to various forms of sunset
and Z88 legislation. Congress can benefit from an awareness of

state innovations in this area.
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188 is an attempt to come to grips with limitations on state re-
sources. As explained by Nei, Jersey State Treasurer Richard C. Leone,
in testimony on why his State has turned to zero base budgeting.‘

the question is how can we deal with the increasing costs
of government programs, given the 1imits on available
resources... I think we are, at least for the present,
approaching the limits of the public's will to see a
larger and larger share of national income spent in the
public sector.

It seems clear that at all levels of government

current budgeting procedures have done little to help 1/
decision makers deal with the sources of these problems.—

Criteria for Zero Base Budgeting Practices

A number of difficulties complicate any attempt to determine
the extent to which ZBB practices are applied in the states. For

one thing, every budoet proéess has the potential for révieuing an

_programs from point zero -- not just incremental requests -- even

when no special ZBB techniaues are used. From time to time, every

state has reviaed some of its programs fror top to bottom as part

of its regular budget, process. Thus, ane budget director arques in
his response that hecause "any total review of a budget is for the pre-
cise purpose of reviewing leyels. needs, ar? orogram effectiveness of all

2
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progrdms'." his State has a BB system even though it doesn't have
specific ZBB methods. )

Without disputing the merits of this position, it seems appropriate
for purposes of this study to reserve the designation of ZBB to special
budget practices and to exclude general budget procedurés from its scope.

This approach enzbles us to identify the states which have devised

speéific BB methods to replace or supplefnent regular budget review

procedures.

A second problem is that a few states have announced their intention
to zero base their budgets but they have not followed up with any con-
crete changes in their budget pracfices. khere this is the case, the
objective might be to stir agencies to conduct a more thorough review
of their existing programs than might be routinely undertaken. But
despite the strategic value of embracing thé 78B label, the definition
applied in this report requires that the intent be realized through
specific ZBB practices. '

A third difficulty derives from the fa_ct thaF some states have
formed their views about ZBB fron; a famous aii‘f_g]e,written by Aaron
Wildavsky and Arthur Hammann almost a dozen years ago.?/ The two authors

described and rated as a failure an attempt by the U.S. Department of

- Agriculture to iero base its budget for the 1964 fiscal year. But

vhatever the conceptual affinities of the earlier and the present efforts,

they share few practical similarities. The Department of Agriculture
3
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did not apply any special techniquesiand though a great deal of additional
effort was expended in behalf of. ZBB, none of the distinctive methods
associated with current ZBB activities were present.

A fourth complication is that a literal, across-the-board zero
base review of all state programs simply is not possible in‘an annual
or biennial budget cycle. Even wheg a state establishes a comprehensive
IBB system, decision makers are likely to concentrate on only a small
number of issues and programs. Thus in Georgia, according to Peter
Pyhrr, the Governor "Eoncentrated his time on reviewing policy questions,
major increases and decreases in existing programs, new programs and
capital expenditures, and a few packages and rankings where there appeared
to be problems.“él This selective attention is necessary because Georgia
had approximately 10,000 decision packages. ' Yet by any reasonable’
standard, Georgia and other states have viable ZBB systems even though
they do not always conform to the literal criterion.

Finally, ZBB methods vary among the states that have applied it,
so that there is not a common core of practices which all ZBB states
share. Perhaps all use some form of priority ranking of buhget requeéts.

but some use decision packages wpile others do not. Some divide their

. -budgets into incremental units while others rnerely have methods for

examining the irequests at below the base. The definition- of ZBB used
%

in the questionnaire referred to “"a priority ranking of all programs

and activities in successively increasing levels of performance aid

4
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funding, starting from zero." However, in this report, any systematic
analysis at below the base is regarded as a“ZBB application if it is

combined with priority rankings.

IZBB Applications in the States

Table 1, which summarizes the basic responses from 41 states, iden-
tifies eleven states which, on the basis of their responses and a ngiew

of available documents, appear to utilize ZBB in thejr budget .practices.

.:This is the minimum number of states that qualify under the standards

applied in this report. With more extensive documentation or closer
observation, other states might be added to the 1ist. The State of
Ilinois is included on the 1ist even though it responded negatively in

. the questfonn;fée because - its bﬁdget instructions show a substantial com-

mitment to ZBB techniques. A description of ZBB in each of the eleven
states is presented fn later sections of thi; report. .
However, the 1ist does not include six states (Connecticut, Kansas
Maryland, Nebraska, Pennsylvanfa, and South Dakota) which responded
affirmitively to one or more of the questions on whether they are using
1BB. (These are questions 1a, 1b, and 1c.) A number of these states
make extensive use of program or performance budgeting which have some
objectives in common with ZBB but ought to be distinguished from 1t. The
Statg of Washington responded negatively and is not included even though
the Governor recently instructed all agencies to justify existing programs
as thoroughly and in the same manner as new ones and to rank all programs
in priority order. If fhese gubernatorial instructions are incorporated
in the budget process, the State of Na#hington will be among the ZBB states.
Louisiana is likewise not included, although after its response was sent

in the State enacted legislation requiring 8.
5
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TABLE 1+
BB SYSTEMS It STATES

Zero-base budgeting: a system by which state

programs and activities are organized and budget-
ed in a detailed plan which focuses review, evalua-
tion and analysis,on-all. proposed expenditures
rather than on increases above current expenditure
levels. - The purpose is to determine whether each
activity warrants continuation at its current level
or a different level, or should be terminated.

This focus requires a priority ranking of all
programs and activities in successively increasing
levels of performance and funding, starting from
zero.

State has this
or alternative

State 1BB system Comments

Alaska No Considered ZBB in 1972, but decided on
) other budget methods fnstead. ' .

Arizona No Budget Director feels that evaluation
methods and other improvements musta
precede ZBS,

Arkansas Yes X new Priority Budgeting System for
base level requests at 90% of current
level, and priority ranking of other
requests,

California i Yes Selective use of ZBB in combination with
other methods for analysis of budgets
at below the base level.

Connecticut** No : Governor‘s 1972 letter to State agencies
calls for ZBB as part of the overall
budget process, but no formal system
has been introduced.

Delaware o

District of Columbia ko ZBB is Being pilot tested in the largest
. agency. )

Florida No

23
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State

Georgia

Hawaii

1daho

Minois**

Indiana

Towa

Kansas**
Kentucky

Louisiana

Maine
k od

}
. haryland"

Minnesota
Mississippi

Vissouri

State has this
or alternative

BB system
Yes »

No

No

No

16

Comments

Comprehensive ZBB system with decision
packages for minimum and base levels,
workload increases. and program ex-
pansions. Priority rankings and per-
formance data. '

A comprehensive PPB-syst'em. prescribed
by State law, is in operation.

Selective use of ZBB in 5-20% of programs
plus priority ranking by decision units
of all programs.

Tire constraint of annial budget cycle
dovs not permit a total zero base effort
each year, Budget submissions are done in
program packages amounting to 90% of last
years® base, programs at the margin between
90% and 100% of base, and those desired
programs which would be funded only if
appropriations exceed the base.

Considered and rejected ZBB.

Is considering ZBB and alternative innova-
tions for 1977<79 budget. '

Reviews all spending as part of the regular
budvgep process.

Act 146 of 1976 signed July 16, 1976
mandates ZBB.

A modified system will be used in the next
budget cycle.

Reviews each program as part of the regular
budget process. Annual budget instructions
commence with the policy that “"the budgetary

No /Ao comment7 base for the justification of estimated financ-

No

Yes

ial requirements is zero.”

Comprehensive program budget with extensive
use of program and performance measures,
proposed increases above base are priority
ranked. .

7

s
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C  New Jersey

State

‘Montana

Nebraska**

-Nevada

New Mexico
Horth Carolira
Horth Dakota

Chio

Oklahoma..

Pennsylvania¥+
Rhode Island

South Carolina

State has this -

or alternative

ZBB system

Yes

No

No

Yes

No

No

No

No

No

Yes

No

Comments

Pilot itesting ZBB in 8 progrd™s+ .
new Prl\io‘_rity Budgeting Syster- nds %
Budget forms distinguish petween .5+ g
continue programs, workload chan

new or expanded programs,

1974

Comprehensive ZBB system sin€

or priority ranking at yarious
levels, with extensive perfo"“a;'
supplied for each priority tevel’

1ﬂ‘ aty
c¢d

ZBB

14
Legislative Finance Committee apssed ey

in 1971-73, but it has pot been
then, -

. 5 %%
Planning-budgeting system focuseZ, bere
program data and requires age"g eV Sy

' make separate submissions for

program level and changes. gred

‘Ledislative budget committee €ON°
and rejected ZBB. R .
174
8B explored, but fts use is Mot
templated in the near futyre.

Has a comprehensive program budde
system with zero-base analysis ©
programs. _

tf i
Zero-base justification and P’,'m;\{,a’vmg
rankings supplement the State's

program budgeting system,

BI
Exploring some form of Zgg for 197
79 fiscal year,

par
PASLIW

e AVY re"‘ent“\

"
c;jected .
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State has this
or alternative

" State ' BB system Comments
South Dakota** No T State performance budgeting system

provides for specific performance
criteria and measurements at all
levels of management respgnsibilit\y.

Tennessee Yes ) . New program budget system with
: priority ranking of requests and
performance data. :

Texas Yes ) _ Comprehensive ZBB with activity
) priorities ranked by program managers
and program priorities ranked by agency
administrators. Activity and agency
requests are presented at various
- levels,

Vermont No

Virginia No New law requires program and evalua-
tion data and separate identification
of costs for current level, workload
-increases, and new services.

Washington No " In May 1976, the Governor directed

state agencies to review existing
programs as thoroughly as new ones
and to priority rank their budget
proposals, But formal instructions
have not yet been issued.

Wisconsin No Legislative Audit Bureau will recommend
. ’ ' : 3-5 year cycle for zero-base review -
on a staggered basis.

Wyoming No New method for consideration of
:tan;iard. exception, and expansion
- evels,

*  This table excludes nine states which did not respond to the questionnaire.
A Thedrﬁpqtges of these states were adjusted to maintain consistency of
efinition, : ‘

9
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‘Table 2 shows the extent to which 88 practices are employed in
the cleven states. Most of these States apply 288 to all agencies, but
Arkansas does not use it for elective officers and the Highway Department,
Californiasdectively applies Z88 to targets of opportunity, Idaho intends
to B8 all programs over a 5-ye$r cycle, and Montana is pilot testing 788
in eight programs. About half of the Z88 state use it as their regular
system for budget preparation, but several use it to supplement their pre-
existing program budgeting systems or as an additional source of budgetary
data. It should be recognized that funds for some programs such as state
aid to schools and municipalities are based on statutory formulas, and may
not be suitable for zero base treatment in the budget.

As applicd in most of these states, zero base budgeting is a two
step ﬁmcs&s'ior Justi€ying and reviewing programs from the ground up
(or from some point below the current service level). The first step
is the disaggregation of all state activities into “decision packages”;
the second is the ranking of these packages in order of priority. De-
cision packages usually are identified at the lowest lcvel of the or-
guﬁizatinn (such as a cost center) capable of formulating a budget request.
tach decisiun package rcprtsscnt§ onc of a nunber of alternative levels

of cnst and Service for an activity; somctimes it also represcnts one

T of 3 nunber of ways of performing a given activity. Cach decision

packade thus can e bath an increwental budget request and an alternative

to another idget roegquet . )
e ision packades are in qeneral use in 311 but three of the 788 states.

In two al the exceptione (Caliieenia and khode 1sland) zero base budgeting

supplement= the cegubar badge!t pricess, a use for wiiich decision packages

10
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138 TRACTICES IN SFLECTED STATES

Ose of 208 System: ' Components of 288 Systen:
Han syotes  Additional Yaln forsat  Portion of Tnerenentl per-  Distlncelons:

for budget  scurce of  forbudpet  proprams  Peclslon centages o sty continulng/
rsts dta presestation 280 revioved™ packages  of expenditure  Eptndingloev

Arkansas ! | X X Host | ) X X
Cal{fornls X . Some %
Georpls ! ALl X X )
= ldho 1 Sooe X b
= linol o . llee v
28 Myowl X mo 1 !
Wy Hoptana For Pilot Crp, For Pilot Grp, PAlot Growp ) S Gt X
ol - 0o oy e ey
Rhode lalond o A1
Temestee X | { X

s Y 1 Al X X

- * This table {neludes only those atates which currently employs 133 aysten consiatent vith the defindtion
provided by this study nd do baned upoe both quastioanalre response ind ¢ lumJ of documents
w0 Possible respinses Includes i1, most, some, pilot oroup, and none,  [THnols d1a not answer this question, o
o 1 fhode JsTand, dectsion packages on requests for expanding pruzumwr developing new programs are prepared
by central butget staff for consideration asd ‘detemmination by She-Bovernor |

L8 Faed
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may not be suftable; however, fhode Island uses them for expanded or
new programs. In the third state (Tennessee).the ZBB forms coexist
with traditional 1ine-item budget methods. I11inois does not formally
use decision packages, but its budget process has a similar effect.

Where the decisfon packages are based on alternative levels of
effort, there isno uniformity as to the levels required for budget
submission. Several states require that the first decision package
for an activity be the minimum level at which it remains viable te
continue the activity. This procedure is used in Georgia and Texas,
two states with possibly the most developed ZBB systems. In a numter
of other states, the first decision package might be set at no higher
than sore percentage of the current funding 1avel. New Jersey sets
this lowest level at 50 percent, Montana uyses an 80 percent decision
package;.‘_l_llinois sets 90 percent of the current level as the first
decision level. New Jersey's ZBB process calls for an identification
of the qualitative and quantitative effects of a zero funding level,
and this may be the closest that any state comes to pure zero base
budgeting. 1In virtually every ZBB state, the decisfon packages must
separately identify costs and levels of effort above the current funding
(or service, in some cases) level,

Priority rankings are the most pervasive ZBB element; only California,
which applies ZB8 selectively, does not engage in ranking of prinritigi:
In a number of states, the decision packages are ranked at progressively
higher levels of aggregation, beginning with the activity manager who
ranks only the alternatives to the activity he administers, up-through

12
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the department head who must determine the priority for all activity
Jevels within his agency. A favorite technique is to specify the cumu-
lative costs (2nd in a few states, the cumilative levels of performance)
of each lower ranking priority. In this way, decision makers can evaluate
the alternative decisfon packages that can be "'purchased" ‘at different
funding levels.

In practice, zero base budgeting is more a form of marginal analysis
than 2 requirement that the budget be built up from scratch each year
or two. It is a device for shifting the bulk of budget ﬁreparaf‘lon from
increments above the budget base to decrements below the base. The term
"zero base” is somewhat misleading, but as long as its actual intent is

properly understood, ZBB can be judged on its own merits.

Experiences in the ZBB Staces

As part of the survey, the states were asked to evalyate their
experiences with ZBB and to describe any changes made in the original
design. The responses of a number of states are racorded in Table 3.

Most of the ZBB states express satisfaction with their systems,
though a few note some problems. California reports favorable experience
(after éarl‘ler negative reactions) "with an increasing understanding
of this technique as an analytical tool."” Georgia retains its enthusiasm
for Z8B, noting that "a search for a better way has not provided 2 system
we could change to.” Rhode Island discerns concrete impacts of ZBB on
budget decisions, priorities, and program efficiency while Tennessee

13
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TABLE 3.

~_.“(A) EVALUATE YOUR PAST EXPERIENCE WITH ZERO-BASE BUDGETING
(B) DESCRIBE CHANGES MADE IN THE ORIGIMAL DESIGH

STATE RESPONSES

California (A) In the earlier phases, the departments reacted

to the negative connotations of zero-based budget-
ing. The tool is now being used to restructure
and redirect program efforts and in some instances
to increase fiscal support. Generally, our ex-
perience has bean favorable, with an increasing
understanding of this technique as an analytical
tool.

Connecticut* (A) Zero review has resulted in budget elimination
of small programs which end up being retained
because of “"public appeal”. Direct savings have
been minimal but the process has "shaken up"
agencies and reduced overall requests.

Georgia (A) Georgia is beginning its 6th year of ZBB. We
find that no other system provides us with the
(1) detailed priorities of the entire operations
of an agency, (2) visibility of day to day opera-
tions, (3) goal congruence, (4) interest in budget
‘development, or (5) vehicle for clear expression of
performance data that ZBB does. Dur experience is
such that a search for 2 better way has not provided
3 system ve could change to.

(8) The original system required alternative ways to
perform 3 function as well as incremental levels.
Dur current system does not require alternative
ways but does still require incremental levels
from 0 to total request.

Idako (A) For approximately 75" of the budgets zero-based
during the last fiscal year, the results were un-
satisfactory. State agencies had an imadequate
understanding of the process and did not competentiy
comply with our zero-base requirements. This was
probahly due to the lack of sufficient time for
training and technical assistance on the part of
the central budqet stasf. In 152 the .results were
useful primarily because of the internal priority

fiote:  This tubice inCludes responses «f some states noted with an asterisk (*) which
have had related procedures not ¢ lassified as 7268 in Table 1.
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setting required at the program level, even
though there was no substantial difference in
the resultant budget amount for the program.

In 10% of the cases, the zero-base review re-
sulted in a substantial and significantly dif-
ferent approach to the operation of the program
and reduced the required budget.

None have been defined yet; however, we are Con-

sidering ways of improving the distinction between
alternative approaches to carrying out 2 particular
program and aiternatwe levels of effectiveness in

carrying that program out on any given approach.

System being implemented this year.

The detailed program budgeting system has been
quite successful. The detailed information
provided by the system allows decisions at the
lowest level--some subprograms have one person
only for example. A1l entities must be examined
and approved before they are added to the program
totals for inclusion in the recommended budget.
Legislature and Governor use same documents .

With véry minor changes, the basic format has
stoad unchanged for nearly 10 years.

Our experience with zero-based budgeting, 1ike

any other technique, has been mixed. When you

apply it across the board to 211 budgeting functions,
anomalies are produced. Problems have been en- .
countered in the following areas: dgency and

staff resistance to the system, lack of understand-
ing of the basic concepts, and quality of some of
the information submitted. On the positive side,
the process has aided decisionmakers in evaluating

.and comparing competing demands and thus helps to

make choices. ZBB provided the information necessary
to make a determinatfon as to whether funding at’

a current, increased, or a lower level is Justified

by the benefits to be realized or lost by a particular
funding level. We are beginning the third year of 188.
Steps have been taken to overcome the problems noted.

s
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Pennsylvania*

[N S

‘Rhode Island

South Oakota*

A

(8)

()

(8)

(A)

25

The Pennsylvania program budgeting system has
been successful in shifting the focus of budget
decision making from program inputs; i.e. personnel
and other objects of expenditure, to program
accompl ishments,{.e. effects on people or the
environment. It is proving itself to be a useful
decision making tool.

The original design {ncluded the presentation of the
Governor's budget on a cross agency program basis.
In order to hold agencies more responsible for their
programs and to provide the legislature with a
document more easily compared to prior years, the
Governor's budget is now presented in detail on an
agency program basis as are the agency requests

to the budget office along with a Commonwealth

cross agency program summary. -

While we have yet to reach'the point where we
would like to be, the experience to date must be
rated as favorable. This approach has been at
least partially responsible for (a) the elimina-
tion of 1300 positions from the state roster;
(b) maintaining the reduced employment level
during the past 1B months; and (c) allowing for
the reallocation of funds from institutional to
community programs (the shifting of priorities
within the existing resiurces).

Yle are now in the process of changing the format,
but the concept remains unchanged.

In impiementing our performance budgeting system we
were as concerned with the effects on total mahage-
ment process as mucCh as the impact in terms of
appropriations--so far. the experience has been good--
:e ere achieving some of the MBO type effects we
esired. :

16
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Tennessee applied the principles of ZBB to its
budget system the past fiscal year. Our system,
although implemented in a short period of time,
was fairly successful in developing alternatives
to the traditional incremental approach. Better
understanding of the system is needed.

Tennessee maintained control of the package de-
cisions at the program level, There was con-
siderable concern with the volume of work which
would be generated at lower levels. (Staff size
is a consideration.) Our system dealt with
percentages of the current level (80-90%, etc.).

17
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notes success in developing alternatives to the traditional incremental
approach. New Jersey presents a balanced eva]uat{on with a number of
plusses and problems. While ZBB has aided decision makers in evaluating
and comparing competing demands, it also has encountered staff resistence,
lack of ynderstanding, and poor-quality information. Idaho's experience
was possibly the least favorable, with three-quarters of the initial 7BB sub-
missions judged unsatisfactory.

Aside from adjustments in their formats and technical det&ils. the
168 states do not seem to be making substantial modifications.in their
1BB designs. The main changes are aiméd at reducing paperwork and im-

proving the perfbrmance measures submitted by agencies.’

Experiences and Intentions in Non-2BB States

Although significant ZBB activity is underway in only 11 states,
other states have or are considering its application to their budget
processes. Question 5 in the survey asked states not using ZBB whether
they have considered or explored the possibility of using it. The state
by state responses are provided in Table 4. Five states indicate that
they have considered but rejected ZBB. These are Alaska, Indiana,

New Mexico, North Dakota, and Ohio. Of these, the New Mexico decision
is the most significant since-a zero base budéet was introduced for '
the 1971-73 biennium, but was subsgquently abandoned. In New Mexico,
1BB was used by the Legislative Finance Committee while the executive
budget continued to be prepared in a traditional format. In an appraisal

of the New Mexico experience, John D. LaFaver identified many problems
18
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" STATE RESPONSES

2al . .

Alaska

Arizona

District
Columbia

Hawaii

28

Table 4 *

IF YOU ARE NOT USING ZERO-BASE BUDGETING, HAVE YOU
CONSIDERED ITOR EXPLORED THE POSSIBILITY OF USING IT?

In approximately 1972 we used the 2BB techniques on
three state programs. Our experience at that time
indicated there were other fields and methods we
could explore with more return for the effort.

Yes--first we must “program” our agencies and de-
velop evaluation methods. This will be a several
year project.

Over the years, we have used a modified ZBB approach
in selected expense categories such as equipment,
motor vehicle purchases, ADP systems, etc. The
largest-agency of the District Government is im-
plementing, on a test basis, ZBB that closely
parallels the “decision package" approach.
(Expansion of test to whole government depends

on results of the project.)

Since 1971, the State of Hawaii has been totally
committed to the establishment and implementation
of a PPB system, a System rmandated by Act 184,
SLH 1970, the Executive Budget Act.

* This table excludes those states which indicated they héve not
considered zero-base budgeting. The response of Rorth Carolina

was abbreviated.

19 ‘ S
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Indiana

Tova -
Louisiana

Maine

Minnesota

New Mexico

North Carolina

torth Dakota

29

Considered it and rejected it!
We are considering a Zero Plus base for 1977-79.
The legislature is asking us to consider it.

Yes--a modified system will be used in the next
budget cycle.

Mere discussion in informal meetings.

The Legislative Finance Comittee of the New Mexico
Legislature also produces an annual budget in con-
trast to the Governor's budget. During the period
1971-73, the Committee produced a zero based budget.
However, the zero base concept has not been employed
since that time, primarily because the executive and
the legislatuve prefer a more traditional approach.

A numbef of the components of ZBB were incorporated
into a-"home-grown" budget reform which we've had
underway since 1973, These include:

(1) Combining current services with new
program requests for each program in
State government. _

(2) Merging and reformulating the planning

function--program planning has been

shifted to agencies; policy planning
has been merged into budget preparation.

Conducting program evaluations of on-

going services to determine whether or

not they are accomplishing their ob-

Jjectives and whether the objectives still

need to be met. ’

(3

—

A legislative committee on the budget considered it
and rejected it.

20
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Ohio 288 budgeting explored but its use not contemplated
within near future.

e

Pennsylvania Has not considered using ZBB as defined above. The
ZBBconcept 15 subsumed under the Pennsylvania pro-
gram budgeting system. ) .

South Carolina Exploring the possibility of using some form of ZBB
. for fiscal year 1978-79. )

Virginia | A legislative commission studied the State's budget
process and issued recommendations in Oecember, 1974.
The recommendations, enacted into law to be effective
not later than for t?e 1978-B0 biennium, provide for:
program definitions (and appropriationsf; "workload
indices and other criteria to be used in both budget
evaluation and post audit evaluation”; separate identifi-
cation of costs for current activity levels, increased
work load and changed new services; policy issue analysis.
The report does not state what consideration was given
to ZBB as a "system."

Washington The operating budget instruction for the -1977-79 bi-
ennium transmitted by the Governor requests all state
agencies to provide a ranking of priorities for all
essential agency programs. The program proposals are
to be provided in terms of their relative importance
to successful accomplishment of each agency's goals
and statutory requirements.

Wisconsin It has been talkedabout. We douse "targeting" below
the base year level of funding, which might be considered
a form of modified ZBB, although I do not think it is.
The Legislative Audit Bureau will be recommending that
ze go to 288 on a staged bu. ‘s (3-5 year cycle) in the
uture.

Ylyoming Yes, we have explored the idea. We operate with three
budgets which are-called “"standard," "exception," and
"expanded." The standard budget is reviewed in depth
to justify its future existence or level of existence.

21
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resulting from the way ZBB was implemented and he concluded that the
improvements were “neither as great as originally anticipated nor as
minimal as detractors would claim. "/

At least three states (Hawaii, North Carolina, and Pennsylvania)
decided not to introduce ZBB because they had only recently established. .
program budget systeﬁs. These states appear to feel that they can
achieve the benefits attributed to ZBB through their own budget innova-
tions, though several states (such as New Jersey and I1linois) have
attempted to mold ZBB with their new program budget systems.

Nine states and the District of Columbia either have decided to
implement aspects of ZBB in the near future or are considering it. In
a few states (such as Louisiana and Wisconsin) the initiative is
coming from the State Legislature. Several states (Maine, Virginia, and
Washington) appear on the threshold of ZBB activities while other
states are exp]or1ng the possibility for future implementation.

Despite the turnaround on New Mexico, state interest in ZBB probab]y
has not yet reached its peak. It is possible that as many as half of the
states will be involved in some zero base budget activities before the

znd of this decade.

" BB and the Legislative Process

In concept and application, ZBB is primarily -an instrument of
executive budgeting. In each of the ZBB states, the zero base activity

22 . e
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is associated with the preparation of the budget by state_departments
and agencies. The appropriations stage of the budget process need not
be directly affected by the ZSB a;tivities of the executive branch.
Moreover, most ZBB work'is done at operating and management levels and
the governor's involvement is 1imited-as Pyhrr noted--to a review of
major policy issues. The literature of ZBB and the instructions issued
by practicing states focus on thé responsibilities of program managers,

up to andpossibly including department heads, to review and evaluate

all components of their budgets. To the extent that ZBB has had an

effect on budget outcomes, the effect will be felt primarily at these’
management levels.5/ -

But although ZBB generally is not conceived as a legislative tool,
there is no reason for legislative bodies to be completely excluded.
In several ZBB states,” the initiative or requirement for ZBé has come
from the legislature. in Arkansas, the Legislative Council h}s had an
active role in the design of ZBB. The pilot testing of ZB2 in Montani
was mandated by a 1975 Act of fhe State Legislaturae while new statutory
requirements wjth regard to.budgetary data have prompted the State of
Tennessee to introduce ZBB practices. In Texas, the Legislature shares
responsibility for budget preparation with the Governor, and ZBB in-
structicns are jointly issued by the Legislative Budget Office and the
Govérnor's Budget and Planning Office. As previously reported, legis-

lative initiatives for.future ZBB application; are underway in Wisconsin,
23
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Even where a state legislature has not actively sponsored ZB8 it

may be aple to avail itself of the pruducts of the new system. In more '«
than half of the states, the Tegislature receives copies of agency

budget submissions, either at the time they are sent to the governor
or-at a later date.gl In these states, a legislature should be able

to obtain the decision packages and priority rankings submitted by

the agencies to the executive budget office,

However, there is no recessity for a state to recast its budget

document or the form of appropriations to conform to ZBB methods. Dnce

a budget decision has been made on the basis of ZBB presentations, it

can be cast into any form congruent with the accounting system of the
state. ZBB can coexist with program categories, standard organization
classifications, line-item detail, or any other budget format. Moreover,
inasmuch as decision packages usually are developed at low levels of
activity, they are not likely to be suitable for publication in the budget
(except, perhaps, in summary form) or as units of appropriation. A
state's budget document might have to be tripled or quadrupled in size

in order to accommodate its ZBB presentations. The number of appropria-
- tion accounts also would have to bemultiplied if the activity level at
which decision packages are evaluated beccmes the level at which appro-

priations are made.

lero Base Budgeting and PPB

2BB is the latest in a series of state budget innovations stretch-
irg back to the early years of this century. It follows on the heels
of efforts by a number of states to install planning-programming-budgeting

24
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(PPB) systems during the 1960'5.Z! The relationships and differences
between these two sets of budget reforms is a source of both confusion
and opportunity.

Aaron Wildavsky regards zero base budgeting as “an exfreme variant®
and "a precursor of" PPB, both sharing the same objectives, concepts,
and fa11ures.§! Hiidavsky's perspective is largely derived from the
Agriculture Departﬁent experiment of the mid-1960's, though he briefly
reviews the ZBB activities of two states -- Geordia and New Mexico.
Peter Pynrr, however, regards PPB and ZBB as essentially different
though potentially complementary, systems:

PPB provides the macroeconomic tool for ceatralized

decision making on major policy issues and bas’c fund

allocations. Zero-base budgeting provides the micro-

SFPierant opersting pran coo8p Coicctives into an
The key difference between the two systems is that PPB focuses on top-
level decision making, while ZBB focuses on decisions at various Qperating
and management levels. Pyhrr suggested that "the top-down efforts of PPB
can be coordinated with the predominantly bottom-up efforts of zero-base

0
budgeting.'d—! .The 1imited evidence from this survey confirms Pyhrr's

claim that the two systems can be compatible and mutually reinforcing,

In at Jeast four of the 11 ZBB states, zero-base techniques have been
fused into the pre-existind program budgeting”apparatus. California,
IMlinois, New Jersey, and Rhode Island have 1mp1ep9nted 28B practices
in ways which have not disturbed their program budgeting activities.
In"a fifth state -- Montana -- the new Priority Budgeting‘System

is an integration of PPB and ZBB techniques. Ii combines PPB-type

*~ The term PPB is not used by states today. State variations now in use

will be referred to gencrally 2s "program budgeting.”
25 -
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techniques of mu]ti-year.planning and cost-effectiveness analysis with
the ranking of activipy decision';;;kages on a prioritf basis.

In the remaining 788 states, there is a significant and arowing
use of program and performance measures, not merely as ancillary in-
formation but as means of evaluating the levels of effort proposed
for alternative decision packages. Although the State of Georgia was
the first to implement ZBB, its most recent modifications are in-
tended to 1ﬁprove the reporting and use of such measures. The latest
budget instructions require each agency to “submit a 1ist of effective-
ness, workload and efficiency measures far each function prior to prepara-
tion of the budget." The amount and type of program and performance
data developed in the Texas system seem to be almost comparahle to those
in full-fledged orogram budoet states. There 1s less emphasis on formal planning
and analysis in the Z8B states and more on linking program and pe}formance

to specific levels of cost.

Zero Base Budget Methods in Selected States

As already noted, ZBB has various meanings and applications.
This part of the report describes the ZBB approaches of the States
which submitted ZBB documents (budget instructions, forms, manuals,
etc.) along with their survey resbonses. The descriptions offered here
are derived from these documents and they deal only with the formal
aspects of zero base budgeting. They do not assess the impact of ZBB
on budget cutcomas or the extent to which the methods have been used
in practice.
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Arkansas ]
In February 1976, the Governor introduced 2 new Prigrity Budgeting

System (P8S) to'belused_éor the 1977-79 biennium.ll/ This system, along

with new budget forms and instructions, was subsequently approved by

_ the Arkansas Legié]atiye Counc!]. PBS is to serve as the main System

for preparing the’budggt and presenting it to the State Legislatvve. ATl
executive branch agencies {other than elective officers and the Highway
Department).are covered by it. PBS retains the line-item data requirements
but:adds program priority rankings to agency budget submissions,

Budget requests under the new System are to be divided into three
categories: (1) Tﬂe base level which (with some exceptions) cannot
exceed govpgr;ent of the current fiscal year's budget level; (2) Priority
l_which together with the-base level cannot exceed 101 percent of the
current budget 1evg1;13/ and (3) Priorities 2-11 which are to include any
other reque;t,ngtvincluded‘in the first two categories. Agencies must
rank their'requesté.in a descena’ng order of priority--BaselLevel, Priority
1, Priority 2, Priority 3, etc. éach_of these requests must contain its

own justification and must be budgeted as a whole unit contaiﬁing all

‘of‘yhe‘gosgsﬂpecessary for operating the unit at the_requested_priority

level, For example, a request for a Priority 3 program is to be con-
sidered as a whole and its justification and contents therefore mu;t
be independent of the request for any other priority level,

The three categories do not apply to state aid to schools, cities,
counties, or charitable institutions, nor to capital expenditures and

some minor fixed expenditures.
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An agency has discretion in deciding what to include in its base
level request and how to rank its other priorities. With the base level
set at no more than 90 percent of the current budge;. an agency may opt
to reduce the level of all of its programs or to eliminate low level
programs or to alter existing programs or methods of delivery. It also
has the option to propose:program expansions and improvements in its
base level. However, pecéuse the base level is most likely to be funded,
an agency. is advised to include its most critical programs or services
in it.

The budget forms can accommodate three priority rankings in addition
to the base level request. But an agency need not submit any priority
requests or it can make as many as 11 such requests within a particular
cost center--the lowest level at which priority rankings are made. How-
ever, each priority level has to be separately justified.

The new Priority Budgeting System currently is undergoing its
first implementation so that it is too early to report any experience
with it. But Arkansas is one of the few states with this type of budget

system to use it both for executive and legislative review. The PBS

‘documents are to be used by the Legislative Couaci] in it; budget hearings

scheduled during October 1976.

California '

The program hudgeting system of the State of California focuses on
proposed changes in the budget.lg! Through the analysis of Budget Change
Progosals (BCP), State agencies and the Department of Finance selectively

28
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consider the cost and effectiveness of possible alternatives to current
program levels. This zelective approach now is usad for the zero base
analysis of programs adjudged to be most in need'g% thorough review.

Three patterns for applying zero base budge%iﬁg havg been developed |,

in California. First, the Department of Fivince fecopqwhds a zero level
of funding For the baseline budget planning estimates 1ssuaiféfzpart1cular
proérams. Program managers and department heads then are regui?ea to
Justify in detail various levels of the program, starting }t the basic
program levéi and then adding other features and levels of operation.
A department m:y prepare as many Budget Change Proposzls as necessary
to adjust the original level (in this case zero) to that which it con-
siders appropriate. The major burden of analysis is oﬁ the department
to show that the program should.be funded at zbove zero level.

A second approach is for the Department of Finance to develop
negative Budget Change Proposals, that is, a proposal to set the budget
below the current level. A formél negative BCP is prepared by the
Finance Department, and the department operating the program is given
an opportunity to provide analytic support for the optfon it favors.

~“The third approaCh i; 1n1tjateq by departmental proposals for program
eliminations, reductions, trade-offs, ahd redirections. These are
assessed in Budget Change Proposal documents._

In a1l three types of zero base review, a decisioﬁ memo is used
to bring the issues in the Budget Change Proposals into an agenda for
formal budget hearings. After the hearings, baseline budget planning
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estimates are adjusted (if appropriate) to the new level which then

becomes the basis for the presentation 1n the Governor's budget.

Georgia
" Georgia is generally regarded as the first State to adopt ZBB as
its budget-makiﬁﬁ system.lﬁ! On March 15, 1971, Governor Jimmy Carter .
instructed State agencies to utilize zero base budgeting in their prepar~
ation of F.Y. 1973 budget requests. Detailed Budget instructions were
subsequeﬁtly issued for this purpose. The ZBB system has been modified
sHghty since 1ts introduction but its basic features have remained
intact.
Decision packages are prepared for incremental levels of effort
for each function.  (In Georgia, the function is the lowest program
level at which a budget estimate is prepared. Functional packages are
aggregated into activities; activities are aggregated into department
summaries:) Within each function, separate decision packages are pre-
pared for different levels of effort, with line-item detail and performance
~ measurements presented for each package. (1) The minimum level is the
level of effort, expressed in ferms of service and cost, below which -
it is not realistic or feasible to operate the function-at-all. Al-
though no percentage limitation is imposed, the minimum level is expected
to be below the current funding:leve1. In the decjsion package for a
.minimal level, the agency explains the effects of terminating the ex-
sting service that is excluded at this level. (2) The curren: level
decision package generally is an estimate of the next year's cost
(adjusted for wage and price increases) of providing the current level

D)
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of service. An agency may include proposals to decrease the level

of service in this package. (3) A decision package for new or

improved programs must be quantified and explained in terms 6f

service and cost.

Each decision package is formatted to thow cumulative costs as

a percentage of current funding and to permit its priority ranking

by Sctivity. After they have been ranked by activity, the deqision

packages

are ranked by department so as tu provide & comprehensive

set of priorities for all functional packages in each department's

'budget request.

Idaho . -

The State;s budget system has been recast in recent years into

one which is heavily grounded cn program.and performance data.—=

15/

The system has two ZBB-type features. Though only a shafl'fribtion

of State

agencies

programs are zero based, the budget requests of all State

are structured into decision units which are ranked by

priority.

No

.-agencies
_ programs

.level as

in order

constraints are imposed on. the decision units requested by
-so-that.fexcept‘for capital outlay, one time expenses, and
se]ecfed for zero base review, the budget accepts the current
a base. Above the budget base..decision units are listed

of priority until tﬁe full budget request is reached. The

final decision unit is the sum of the current budget level

and any additional decision units. The budget instructions
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for fiscal yeér 1978 call on State agencies to strengthen the relation-
ship between épecific decision units and specific performance measures.
According to the State's budéet division, ZBB was applied to
approximately 5 percent of last year's budget, and it hopes to increase
this to 20 percent per year, with each program being subjected to a zero

base review every five years.

I1111nois

The Iliinois budget process. has undergone far-reaching changes

since '1969. Budgeting has been converted from a biennial to an annual

cycle; the Bureau of the Budget has been established as the Governor's
budget agency; the 1ine-itém schedules have been removed from the appro-
priations and main budget document and p]ap§i in the budget appendix;

a program budget focused on quantitative statements of objectives and
performance has been implemented; a new management by objective (MB0)

system has been .introduced as a means of identifying and monitoring

agency and gubernatorial objectives. To this process of budget innovations,
the State adopted for its 1977 budget preparation a procedure for separate

consideration of programs within and above 90 percent of the current

budget base-‘,w,‘

The guidelines for the 1977 budget provide for each agency to
request the programs and activities to be proposed within 90 percent of
its current funding level. Program expansions and new initiatives can
be included within the 90 percent level, but only if an agency deems them

of higher priority than other current activities.
32
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Program increments above the 90 percent level are listed in
priority order. Proposals to maintain or expand existing programs or
to initiéte new programs are separately identified, though they are
ranked in the priority order determined by the agency. Decision packages
are not formally used in the I1linois approach, but the forms are
arranged so as. to .tally the cumulative cost of each add-on proposad above
the 90 percent level. The process works in.a manner similar to one in
which decision packages are applied. )

Missouri

The State has a comprehensive program budget, and the budget is
prepared by programs, sub-programs, and program elements within depart-
ments.lzj Program statements accompanying the requést; focus on the
problem to be solved, the objectives of the program; and the methods
used to accomplish the objeﬁtives. Quantitative measures of program
service are extensively used and include effectiveness measures, benefit
measures, and volume of service.

Budget requests are divided into three categories: the minimum
Budget. the base budget, and priority i{ems. The minimum budget generally

is the current rate of expenditure; the base budget is the minimum budget

“plus standard inflation factor increases to allow the current level of

service in the budget year; priority items are incrzases requested above

the base level. Priority items are ranked ét both the ﬁrogram and depart-

mental levels so that the Governor and the Legislature have a coﬁbrehensive

ranking of such items.
A priority item consists of the package of personnel, operating,
and equipment expenses associated with achieving a higher level of service.
Each request for a priorify item is the be.justified by a significant
33
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change in measures of service above the levels that would bé Qchieved in
the base budget. Thus, the same peasures of service are to be used for
both the base budget and priority items, théreby enabling State officiais
to assess the effectiveness associated with each proposed cost increase.
The State of Missouri has used this system for two years, and though
it does not have the ZBB label, it has some features of that budget approach.
Nontana
As part of a new program planhing and budgeting system, the State
of Montana is pilot testing a Priority Budgeting System i# eight state
programs. The new budgeting approach is mandated by House Bill 643, signed
into Taw on April 16, 1975 and is being put into effect for the 1977-79
biennium.lgf
. The new s}stem combines features of two contemporary budgetary innova-
tions: planning-programmihg-budgeting (PPB) and zero-base budgeting. Thus

it provides for a program structure, multiyear planning.'and output and

+ impact measures. These PPB-type components are part of the Priority Budgeting

System that is being tested in eight programs. The test programs have
been selected, in accord with House 3111 643, so as to be representative
of the programs and agencies of the State Government.

The Priority Budgeting‘System utilizes three of the main features of =~
zero base budgeting: decision packages, alternative cost levels, and a
priority listing of alternatives. The decision packages are developed and
ranked at the activity level,generally the lowest level of the program

structure at which work outputs have measurable policy impacts. This

ranking precess is to be performed at successively higher levels of management--

up to the Governor's office--with the packages merged into increasingly

coriprehensive listings.
34
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House bill €43 requires at least three alternative funding levels
for each program, and this requirement also is being appiied to each
activity. The first funding level--which in the initial ranking is to
be accorded highest priority for the activity--is not to exceed 80
percent of the current budget level. Workload, outpuf. and impact
data are to be supplied for each cost a]ternatigg; and each package
is to display summary data on costs and results for alternative packages
in the same activity.

It is anticipated that the Priority Budgeting data will be used
in presentiﬁgyfhe budgef to the lejislature. _ﬁut the 1977-79 effort
is thus far only "an experiment to determine if this particular approach
to planning and budgeting would be most approﬁriate in meeting State

Government's needs in these areas."lg!

New Jersey .

2BB was launched on July-22, 1974 with a memorandun from Governor
Brendan Byrne instructing all state agencies "to question the continued
need for every program and évery-activity within every program of our
State government and assign a priority ranking to each such program and
“39/ .Tﬁé.state.a1rgady was using various-PPB-techniques such - -
as program categories and performance measurements and these were com-
bined with the new ZBB approach.

Three budget forms are used for segurjng ZBB information from
the agencies. One requires each agency to indicate program
objectives, identify changes in laws, and specify the
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qualitative and quantit'ati.ve effects of funding of various

incremental levels: 0 percent, 50 percent, 75 percent, 100 percent,

125 percent, and above 125 percent of the current funding level. The
program level, inputs, and expected performance at each of these 1eve‘1s

(or at a percentage in between the levels) represent a decision unit

which assists decision makers in determining whether the benefits to be lost
from budget decreases in one program outweight the benefits in other
pv;ograms. 4 .

On a second form, each agency ranks its programs at these various
funding levels, thereby communicating its sense of priorities to the
Govermor and central budget staff. The total requested in each priority
level as well as thé cumulative request for all priorities are shown
oﬁ the form. This ranking process assists agencies and the Governor
in realigning program priorities. A third form is used for recording
past and estimating future performance data for the various priority
levels. A variety of performance measurements (such as output, efficiency,
and effectiveness measures) are associated with each incremental spending
level.

State officials believe that 2BB has assisted them in evaluating
and comparing competing demands for funds and for deter-miuning‘ thg most -
éﬁﬁfdpriaté .'l'eve'l .of pfégrém .and exﬁenditﬁre. Buf they also have en-
countered a number of difficulties such as staff resistance and low-
quality submissions. They feel these problems can be overcome as
their personnel become more accustomed to ZBB concepts and processes.
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Rhode Island
Over a period of years, the State has expanded its program budgetingA

system, with extensive measurements of objectives and performance. In
July 1973.‘the Governor instructed State agencies to augment their pro-
gram budgetin§ submissions with zero-base justification of their fequests.
Rather than replace the new Program Budgeting System, the Governor de-
cided "fo embody the concept of zero base into our considerations. This
will permit us to continue the on-going development of program budgeting
vhile partigularly stressing the point that everything demands justification
before any dollars are provided."gl/

The ZBB forms supplement. the regulﬁr budget requests and require
a priority ranking and analytic justification of each activity. The
Rhode Island Budget Director regards the experience thus far as favorable
and partly responsible for a shifting of priorities within existing re-

sources.

Tennessee
Chapter 135 of the Public Acts of 1975 requires each State agency
to establish written goals and objectives for each of its programs, in-

cluding criteria for measuring the performance achieved under the stated
22/

“'goals and objectives.2=  This new requirement was incorporateéd into the

1976-77 budget process with agencies submitting fheir traditional operating
budget: requests and program budget statements.
The program budget statements contain several Z88 characteristics.
State agencies are cautioned that because of the State's severe financial
37
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condition, they mist "avoid an incremental approach to preparing the
1976-77 budget requests." Agercy activities are to be ranked in order
of priority and are to identify their purpcse, client2le served, goals,
and objectives. The budget requests are to be classified into four
levels, with priority rankings assigned to each: (1) continuation at

the current level of funding; (2) continuatidn at the current level

of service; (3) improvements for new legislative requirements and to
replace 1osf federal aid; (4) improvements based on departmental estimates
of need. On the bgsis of a review ofﬂ;he budget instructions, it is

not possible‘to ascertain how these four categorieg are linked to the

budget submissions.

Texas

The State of Texas initiated it§ 8B system for the 1976-77 biennium
and the basic system is being applied (with only slight modifications) for
the 1978-79 biennium. This comprehensive system utilizes decision packages,
alternative funding levels, priority rankings, and extensive needs, work-
load, and performance measures. <) .

Eacﬁ decision package provides information on objectives and their
proposed means of accomplishment, costs and benefits and performance
measurements at various levels of effort, and alternative means of
accomplishing the objectives. Activity decision packages are prepared
by activity managers and these are ranked in order of priority by program
managers. The program managers prepare decision packages for their programs
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and these are ranked by agency administrators. Thus, the decision
packages are prepared at a lower administrative level and their pri-
ority is determined at a higher level. Eéch decision package is struc-
tured into a number of activity cr program levels, depending on the
amount of funds which are being requested. For programs, the prescribed
levels are: (1) the minimum level is not to exceed 90 percent of current
funding; (2) level 2 cannot exceed the current budgeted amount; (3) level
3 (if it 1s requested) cannot exceed 110 percent of the current aﬁount;
(4) level 4 is for requests that exceed the current amount budgeted for
the program by 20 percent or more. There are no restrictions on the ‘
funding levels for the activity decision packages, though they should

be consistent with those requested for prograns.

Although it has a 90 percent limit, the minimum level is to be that
level of effort below which the program should be discontinued because
it loses its viability or effectiveness. By recommending a minimum level,
a program manager is not necessarily recomrending that the program be
funded at this level. The minimum level merely identifies one alternative,
and explains what gou]d be accomplished at this level and, by inference
from other levels, what could not be accomplishéd.

At the activity level, the output data is oriented to workload
measures; at the program level, it concentrates on measurements of need
:and performance. The priority ranking of toth activity and program de-
citsion packages is arranged in a manner which enables policymakers to
estimate the cumulative effects of alternative levels on the budget.
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56



O

ERIC

Aruitoxt provided by Eic:

12.

13.

14.

49

Footnotes

Statement of Richard C. Leonst, before U,S. Senate Subcommittee on
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For this reason, appraisals of z8B which focus only on gubernatorial
actions miss the main story. This is one of the problems with

Aaron Hildavsky's anti-ZBB critique in Budgeting: A Comparative Theor
of Budgetary Processes (Boston: Little, Brown & Co., 1975), pPp. 294-96.
Legislation to make federal agency budget estimates available to
Congress has been introduced in the 93d and 94th Con?ress but has not

passed, though particular agencies now are required (or as a matter
of practice) submit their estimates to Congress.

For an appraisal of the PPB efforts, see Allen Schick, Budget Innovation
in_the States (Washington: The Brookings Institution, 197|i.
Wildavsky, op. cit., p. 27B.

Pyhrr, op, cit., P. 153.
Ibid., p. 158.

The description of ZBB in Arkansas is based on the State of Arkansas
Budget Preparation Manual 1977-79 Biennium.

The limitations spelled out on p., 12 of the manual cover most
uncontrollable expenditures such as AFDC and retirement costs.

The California description is adapted from a lengthy statement prepared
by the State Department of Finance to accompany its response to the
questionnaire. :

Georgia's ZBB approach is described in its General Budget Preparation
Procedures: Fiscal Year 1977 Budget Development, issued by the State's
0ffice of Planning and Budnet. :
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Idaho's budget procedures are set forth i its Program Management
nd Budget Development Manual fssued by the Division of Budget, Policy

2 g pme
Planning and Coordination on May 7, 1976.

The budget instructions for the State of I1linois are detailed in
Bureau of the Budget Circular No, 3, Revised September 1, 1975.

For a description nf the Missouri approach, see its Priority Budget
and Program Manuai, Fiscal Year 1977.

The description of Hontana's pilot test is based on its Priority
Budget System; 1977-79 Biennium, issued by the Office of the Governor.

Ibid., p. 11

The New Jersey description is based on the Leone statement (see note
no. 1), an unpublished paper on “Zero-Based Budgating in fiaw Jersey®
by Michael J. Scheiring, and Circular Letter 75-26 (May 2B, 1975)
issued by the Division of Budget and Accounting.

288 in Rhode Island derives from 3 memorandum from Governor Philip W.

Noel to State agencies (July 27, 1973) and related instructions issued
by the Division of the Budget.

The Tennessee practices are derived from the #tate's Budget Instructions
and Procedures: Preparation of 1976-77 Budge! Requests, issued by the
partment o nance ani inistration.

For the State of Texas see, Detailed Instructions for Preparing and

Submitting Requests for LegisTative Appropriations for the Biennfum
ﬁ_f?mvﬁﬁw g Septemder~1, 1977, issued jointly by the Governor's Bu

and Planning Office and the Legislative Budget Office.
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APPERDIX

State Zero Base Budget Survey
STATE:

DEFINITION:

For the purposes of this survey, zero base budgeting is s Svstem by uhish state
programs and activities are organized and budgeted {n a detatiled plan vhich rocusses

review, cevaluation and analysis on all proposed expenditures rather than on {ncreases
above current expenditure levels., The purpose {8 to determine whether each activity
warrants continuation.at {rs current level or a different level, or should be tesminated.
This focus requirss a priority ranking of all programs and activities in successively
increasing levels of performance and funding, starting from zero.

1.a - Does your State have what it calls a 2BB
systen approximating this definition? Yes ; No

b - Do you have what you call a ZBB syaten,
but with a different definition? Yes ; Ne

1f yes - please give your definition:

c - Do you have a system approximating the defini-
tion vhich {5 called by some other name? Ye‘/

3

1f yes - please give
the nare here:

(1f the answers to 1 a, b, and c are "no,” please go to question 5)

2. How ig your ZBB system or gimilar system uged:

a - as the cain system for budget requests? Yes, ; Fo
b - as an additional source of data? Yes ;s No
c ~ as the main format for the presentation

i{in the budget document? Yes s No
d - other (please describe)

3. Does your ZBB or similar system formally involve:

2 - subdivision of programs or activities

into decision packages: Yes ,» Ne
b ~ subdivision of programs or activities according

to incremental percentages of expenditure? Yes : No
¢ - distinciions betuven expenditures for continu-

ing, expanding, and new programs? Yes ; No

d - annual (blennlal) 2efe-base revicw of: a) all; b) most; ¢) some; d) pilot group of;
¢) no, state programs (circle appropriate response) -

Ezplatn b, c, or d:

ERIC
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3.e ~ ocher (plcase describe)

4, 1f your State has used ZBB or similar system for one year or more:
s - please briefly evaluste your experfence with it.

b - describe briefly any changes made in the original design.

5, 1If you 8re not using ZBB, have you considered it, or explored the possibility of
using 1t? (please explain)

6, Please Send any documenty, =Anusls, forms, ete. (2 copies if possible), describing
the system and hov it operstes.

7. A short description writcen here could also be spprecicted. Also add sny explanation
vhich ¥111 halp us compare OF contrast your system uith other systems.
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[Reprinted from Harvard Business Review, November-December, 197¢/

Peter A. Pyhrr

Zero-base budgeting

When budgeting for next year, #nost companies

use the current budget as starting peint;

but one company prefers to start from scratch P

Foreword

Industrial companies have two kinds of expense: (a
direct manufactunng expense, for materials, labor,
and overhead; and (b} suppost expense, for everything
else. It is the “everything clse” that causes the worst
headaches at budget time, when, for example, a man-
agement squeezed by rising costs must decide between
decreasing the allocation for a major R&D project and
cutting funds for executive training and development,
Traditionally, problems like this beil down to one
question: How should the company shift its alloca-
tions around? Rather than tinker endlessly with its
existing budger, Texas Instruments prefers to start
from base zero, view all its activities and priorities
afresh, and create a new and better set of allocations
for the upcoming budget year. TI has develaped a pro-
cedure that gives management a frm grip on support

:[wo years ago Arthur F, Burns, then Coun-
selleer o the President, addressed the Annual
Dinner Meeting of the' Tax Foundation on “The
Control of Government Expenditures.” In this
speech Burns identified the basic need for what
we at Texas Instruments have come to call zero.
base budgeting. Ha stated that:

“Customarily, the officials in charge of an
established program have to justify only the in-
crease which they sexk above last year's appro-
priation.’In other words, what they are already
spending ds. —aually accepted as necessary, with-
out examida:.on. Substantial savings could un-
doubtedly be realized if [it were required that}
every agency ...make a case for its entirc ap-
propriation request each year, just as it its

allocations of all kinds, a procedure for describing all
support expense minutely, classifying the alternatives
10 each, and sonting then all by importance and pri-

ority. The technique is simple in ptinciple and vasy

to apply—and TI, finding it has worked most success
fully far its staff and rescarch budgets for 1970, is cut-
rently using it for the budgets of all its divisions for
1971. And the nonmanufacturing expenditures at TI
amount to about 255 of the tatal budget—a signifi-
cant segmnent by any standard.

Mr. Pyhur is Manager, Staff Control, at Texas In-
struments Incorporated in Dallas, Texas. He created
and developed zera-base bedgeting for the company as
part of his responsibility as Control Administrator, a
position he held until March rgzo. Formerly he was
employed by Kimnberly-Clark as Internal Auditor.

program or programs were cntirely new. Such
budgeting procedure may be difficult to achieve,
partly because it will add heavily to the burdens
of budget-making, and partly also because it will

" be resisted by those who fear that their pet pro-

grams would be jeopardized by a system that
subjects every . .. activity to-annual scrutiny of
its costs and resules.”?

Burns was advocating that government agencies-
start from ground zero, as it were, with each
year’s budget and present their requests for ap-
propriations in such a fashion that all funds can
be allocated on the basis of cost/benefit or some
similar kind of evaluative analysis. TI is us-
). New York, Plaza Howel, December 2. 160,

mu
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ing this approach to budgeting in its business
oPcrations, building on cost/benefit techniques,
and has had a considerable measure of success
with jt.

The need for effective zero-base budgeting of
this kind is increasingly apparent in both indus-

- uy and government today, since all institutions

must adapt t0 an environment in which the al-
location of limited resources presents a constant-
ly deepening challenge. However, as our experi-
ence at TI demonstrates, this kind of budgeting
nced not “add heavily to the burdens of budget-
making.” In fact, e¢fficicntly planned and prop-
erly managed, it can actually reduce them.

As developed at TI, this kind of budgeting
seParates out the basic and necessary operations
from those of a more optinnal or discretionary
character o that management can focus special
sttention on this second, softer group. The basic
steps to effective zero-hase budgeting are:

O Describe cach discrete company activity in
a ""decision” package.

OgEvaluate and rank all these packages by
cost/benefit analysis.

O Allocate resources accordingly.

Naturally these steps cannot be applied quite so
casily as they can be stated.

I hope the following description of TI's prac-
tices anid results will help the executive who s
interested in pursuing this approach to budget-
in& think through the problems of applying it in
his own company.

Where to use it . . .

The firse thing to understand about zero-base
budgeting is that it is best applied to service and
sUPPore ar#as of company activity, rather than
t0 manufacturing operations proper.

A corporation’s level of manufacturing activ-
ity is determined hy its sales volume; and this
production level, in turn, detennines how much
the company shall spend on labor, materials,
and overhead. A decision to increase company
expenditures for these items does not necessarily
bring increased benefits in the form of increased
sales, although it does tend to boost pmduction
volume, Hence there is not the same simple re-
lation between costs and benefits here as there
is in the service and support areas, where the
manager can trade off a level of expenditure on
a Project against the direct returns his invest-
ment in the project will bring him.

1°2 ‘ | 6 2

Thus, cost/benefit analysis, which is crucial
to zero-base budgeting, cannot be straightfor-
wardly applied to decisions to increase or de-
crease expenditures in the manufacturing area.

In industry, then, zero-base budgeting finds
its main use in areas where expenditures are not
determined directly by manufacturing opera-
tions themselves—in aceas, that is, where the
manager has discretinn to choose between dif-
ferent activities (and between different levels of
activity) having different direct costs and bene-
fits. These ordinarily include marketing, finance,
quality control, maintenance, production plan-
ning, engineering, research and development,
personnel, data processing, and so on.

In passing | might note that although arcas
such as quality control and maintenance may
be heavily influenced by the. manufacturing
level or by changes in this level, the zero-base
budgeting prcess can still be used in these areas
because the manager’s decision to fund quality-
control - nr maintenance activities depends on
the relative benefits he thinks these activitivs
will ultimately provide to the central manufac-
turing operations.

... & how to begin

When a company applies zero-base budgeting
in its service and support areas, it must explain
the decision package concept to all levels of
management and then present guidelines for
the individual manager to use in breaking his
area’s activities into workable packages of this
kind. Next, it must set in motion a ranking and
consolidation process wherehy the packages sift
upward toward the top in such a fashion that
the decision packages of less importance arc
winnowed for top management’s study and judg:
ment. Let me now explain these two procedures
in more detail.

The decision packuge concept

The decision package is a document that iden-
tifies and describes a specific activity in such a
manner that management can {d) evaluate it
and rank it against other activitics competing
for the same or similar limited resources and
{b) decide whether to approve it or disapprove it.
Management may use quantitative or subjective
evaluation techniques in ranking cach package
{I shall discuss evaluation techniques and rank-
ing procedures later), giving a higher priority
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or rank to packages that satisfy minimum oper-
ating and legal requirements and a lower rank
to the more discretionary packages.

The specifications in each package must pro-
vide management with the information it needs
to evaluate the activity. These may include a
statetnent of the goals of the activity, the pro-
gram by which the goals are to be achieved, the
benefits expected from the program, the alterna-
tives to the program, the consequences of not
approving the package, and the expenditures of
funds and personnel the activity requires.

There are two basic types of decision pack-
ages:

1. Mutually exclusive packages identify al-
ternative means for performing the same func-
tion. The best alternative is chosen, and the
other packages are discarded. i

2. Incremental packages reflect different levels
of efort that may be expended on a specific

function. One package, the “base package,” may

establish a minimum level of activity, and oth-
ers identify higher activity or cost levels. :

The following example begins with a set of three
mutually exclusive decision packages formu-
lated by a production planning manager for han-
dling the production planning of product X. Of
the three, he recommends the first, which repre-
sents the current level of activity in the area,
and states the other two as alternatives to be
discarded. The three mutually exclusive pack-
ages are as follows:

Recommended package A~Retain five produc-
tion planners at a cost of $60,000. This level of

. effort would maintain production and shipping

schedules and inventory reporting at the level
the manufacturing superintendent desires.

Alternative puckage B—Eliminate the produc-
tion planners and let line foremen do their own
planning. This strategy will result in zero incre-
mental costs for foremen, but will also result
in excessive inventories, inefficient production
runs, 2ad delayed shipments.

Alternative puckage C—Combine production
planning for products X, Y, and Z. This pro-
cedure eliminates two supervisors at a total cash
saving of $30,000. However, this alternative en-
tils 2 number of consequences. The foremen
on each product line will fear lack of specialized
service; peak workloads on all product lines will
coincide, creating excessive burden on the fore-
man supervisor to manage operations effective-
ly; and, although it is desirable to locate the
planning function close to the production line,

B1e802 O - 77 -5
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the production facilities for X, Y, and Z are so
widely separated that:this desirable proximity
would have to be sacrificed.

Once he has defined the basic alternatives and
selected the one he considers best, the manager
should- complete his analysis by describing.the *
incremental variations (if any) of this chosen al-
ternative. And, specifically, for his recommended
alternative A, he should describe packages that

. call for more or less than five production plan-

ners for product X. In this particular case, the
manager believed that he could eliminate one
planner from the group and still satisfy the mini-
mum requirements for planning. Hence, he
identified these base and incremental packages
for his recommended alternative, A, as follows:

Buse package (satisfies requirements for mini-
num operating level): Retain only four plan-
ners to support coordination between market-
ing and manufacturing and to establish produc-
tion schedules and repornts. Consequently, long-
range planning, inventory control, and market-
ing support for special product modification will
be reduced. The required allocation for this is
$45,000. .

Incremental package 1: Add back one planner .
to the basic package. This will increase forward
planning of production and shipping schedules
from a two-week horizon to a four-week horizon,
allow in-process inventory control reports to be
updated daily rather than every other day, and
help marketing management accommodate cus-
tomers who require special product modifica-
tion. The allocation increment required is $15,-
ooo. (This incremental package represents the
status quo.}

Incremental package 2: Add one OR analyst
to evaluate optimal production lots versus opti-
mal inventory levels by color and size. The allo-
cation increment required is S15,000. {(Note that
savings of 1% in production cost or §% in inven-
tory would offset this price tag.)

+This example, summarized in Exhibit I, roughly

illustrates the format used to display decision
packages at TI in its 1971 budgeting, although
it omits a good deal of detail. Note that it shows
both the total cost of the current level of aetivity
{S60,000) and the cost of the level of activi-
ty that the manager considers minimal {$45,000);
and that it also identifies the two discarded al-
ternatives and another possible increment for
the basic package. This kind of format encour-
ages the manager to scrutinize each operation

13

63
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Exhibit 1. Decision package format

TR TE Y SO TP T TR SR T O T R R
Depatument;  Product X Planning Package No. 500
Packagcname: Base packags ror product X planning Manager: John Harrison
Goals: 1. Provide minimum level or planning activitiea for
. 199,000 units of product X.
2. ¥pintain in-proceas and rinished goods
at current inventory level.
3. Provide pinimus sarketing coordination with
H gafufacturing foremen.

Statement of program:
1.uaintain updated production and shipping schedules
Tor two wesks in advance (currently maintaining

‘,'. gchedules four weeks in advance).
f. 2. Provido [iniahed goods inventory reports daily.
3 ard in-progess inventory reporta svery other day
i {currently being done daily).
t 3. Waintain perpstual ifiventory aystem on raw matsrial

to zaintain a two-wesks supply on hand and a

two~wesks supply on order.
B Benefits: This is the minimal level of planning required to
B deljver product X on scheduls.
e Personnel: 4
‘ Coat: $45.000.
f- : Consequences of nonapptoval: .
% Elimination or planners would force line foremsn to do their ;
s own planning with zero incremental cost: but excesaive ] et
i: inventoriey, tnefricient production runs, and delayed
L shipments would result in an excessive, constant sales loss.
i' Incremental packages: ,

1. add pack long-range planner,at $15.000.
{Récomaended package).
2. add operations research analyst,at $15,000.

r»‘ Altcrnatve package: Combine productjon planning ror departments X, Y, and Z.
. A poor logistic setup would result. 3
+ Resoutces required: i »-
5 1969 $60.000 (Personnel: 5) . '
H . 1970 345.000 {Personnel: 4) ' C
¥ Change  ~$15.000 -1 . o
Bows - . e 2=y s — 3 3 -
LT AT PR TR AR IR T T A TR R

for all possible cost reduction and operating im-  fication of activities and alternatives and gencr-
provements for base and incremental packages,  ates interest and participation by the managers
as well as all discretionary packages. who will be operationally responsible for the

The Appendix to this article suggests some  approved budget. Exhibit Il shows the basic
guidelines for identifying various categorics of  formulation process.

packages and offers a number of additional,
rough examples of particular packages.

Formulating packages companywide

Decision packages are usually formulated at the
“ground level.” This promotes detailed identi-

114
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A logical starting point for determining next
year’s needs is the current year's operations.
Each manager takes his area’s forecasted expense
level for the current year, identifies the activi-
ties creating. this expense, and calculates the
cost for cach activity. At this stage, he should
simply identify cach activity at its current level
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Zeto hase budgeung

Exhibit 1. Foumulation of decision pmkagm at the Ioncst

operational level, or cost center

and method of operation and not ey o identty
Jlll‘"l.l“\'t‘\ o meremasnes,

After he has braken his cunent operations
mto prehinumary decision packages, the man-
ager looks at his requirements fog the upeoming
vear. To ad hin i specifymg these require:
ments, upper management should ssie a for-
malized set of assumpuaons on the actvity levels,
ellings, wage and salary incredses, and sa on,
for the upcoming year, The manager needs this
tortmahized set of assumptions primarily becituse
it pravides him and his peers with uniform
beneh marks tor estmating thar tunding re-
quircinents tor next year's hudget. However, 1t
fills several other imporant funcaons as well:

Tl hrngs tnacaitate assumptions or mis-
understandings to light, As a consequence, it s
otten casier tor the manages o analvae any un-
usual cost variances thae might have ocenrred
dunng the current budget vear.

2 1t provades a tocal paint tor reviewing and
tevising assumpuons and inditectly helps keep
the number of such revisions under contpl,

31 helps evervone keep track of revisiohs in
the Iist of asumptions and of the changes
m actuwty levels and costs chat these tevisans
ental,

Once the manager has formulated his prelimi-
nary Iist ot decrsin packages and has reccived
the tormulized set ot assumptions shout the next
vear's operations, he transhites the packages m
his Bise it “business as usual” packages for the
upcanung vear, These packages merely cast

.

F—

LS Year's OPCrations in (s ol pext vear's casts,

To determine text vear's costs, each manager
stply adiusts costs tor changes in activiey leve
el, fur salary and wage 1ocreases, and {on an
anmalized basis) for persounel and operanons
expenditutes not meurred duting the present
badgee vear or which will not be ancurred duar-
my the upeoming budget year

Next comes the real starting potnt i detes-
meing sext vear's badget, The manager now
develops his final set of decision packages tom
his husiness-as-nsual  packages by segmenteay,
cach of them mon munmlly exelustve and :n
cremental packages whetever possible and ot
ing the discarded alternatives as the tinal wems
on the decon-package docunient. 1§ he shonld
happen to decide that one of these altemanves
is a wmore reasonabic or tealistic hase package
tor a patticulay activite thao the oue he has
histed tar this activity m Ins bnsiness-asaisial
group, he st swaps the rwo and develops st
of inctemental packages aronnd the new base
package,

Finally, at the same nme the manages 1s look-
mg mto bis current and ongowng activities, he
should adenuty all new acoviaes in his area
tat the upeonnng year, develop decision pack-
ages that bandle them, and acach dem 1o his
tinal set.

At the conelusian of the formulition stage,

‘then, the manager will have dennfied all s

proposed activitnes lor the apeonnng veas as
follows:
1. Rusiness-as-usual packages i wheeh no van-
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atiuns are possible or justifiable, so far as he can
see. Here the manager merely exhibits the pres-
ent level and method of activity in decision-
package format,

2. Decisiun packages, each consisting of a base
package and incremental packages (with alterna.
tives noted at the end}, for all other ungoing
activities,

3. Decision packages for new activities.

The manager is now ready tu rank his packages.

The ranking process

The rmiking process provides managemnent with
a technique to allocate its linited resvuore-
¢s by making management concentrate un these
yuestions: “"Huw mucl shuuld we spend?” and
#Where should we spend it

Management constructs its answer to these
questions by listing all the packages identified
in order of decreasing benefit to the company.
It then identifies the benefits to be gained at
cach level of expenditore and stodies the conse-
quences of not approving additional decisiun
packages ranked below that expenditore level.

Theoretically, one ranking of decisiun pack-
ages can be obtained for an entire company and
judged by its twp management, But while this
one, single ranking would identify the best allo-
cation of resources, ranking and judging the
high volume uof packages created by describing
all the discrete activities of a large cempany
wuuld impose a punderous, if nut impossible,
task un top management. At the other extreme,
ranking only at the cost-center level is obviously
unsatisfactory, since it does not uffer upper man-
agement any oppurtunity to trade off expendi-
tures among cost centers or uther, larger divi-
sions of the company.

One can begin tw resolve this dilemnma by
giuaping vost centers together naturally, accord-
inyg 1o types of activity, and producing consuli-
dated rankings fur cach grouping. The vrgani-
zational width and depth of such groupings are

wamnmam e etermined-by. three factors:

1. The number uf packages involved, and the
time and effort required to review and rank
them.

2. Local management's ability and willingness
to rank unfamihar activities.

3. The need for extensive review acruss or-
ganizactonal boundaries to determing trade-offs
in expense levels. (This factor is particularly im-

116

portant when deep cuts in expense levels are
required tu combat poor profits.)

The initial ranking should uf course vecur at

the costcenter level, where the packages are
develuped, so that each manager can evaloate
the relative importance of his uwn activities and
rank his packages acvordingly.

Then the manager at the nexe level up the
ladder reviews these rankings with the cost-
center managers themselves, and vses their rank-
ings as guides to produce a single, consolidated
ranking fur all the packages presented to him
frum below. At luwer levels of an organiza-
tion, an individual can sometimes do the rank.
ing withuut any cunsultation if he has detailed
knowledge uf the areas involved. In general,
however, and particularly at higher levels of the
organizatiun, we have found that the expertise
neeessary to rank packages is best ubtained by
the use of a committee. At cach ranking lev-
¢l the cornmittee membership should consist
uf all the managers whose packages are being
ranked and a nanager from the nexe higher or-
ganizational level to serve as chairman,  *

As Exhibit 11 indicates, the consolidated rank-
ing fur cust venters Dy, Dv, and Dy wuould be
wurked out by a committee chaired by the man-
ager of Ce with the managers of Dy, Dz, and Dx
as members. The manager of Cx, together with
1the managers of Ci and Cy, would then serve as
4 member of a commiteee chaired by the man.
ager of Bz At these scssions all three managers
from Level C would present the consolidated
rankings frum their areas for further consolida-
tiun. This process continues to the top. (This
meunsulidation” hierarchy usually corresponds
to the ordinary hierarchical organization of the
vompany, but logical groupings of similar func-
tions may be useful even where these cot across
normal organizational boundaries.)

Voting mechanisms

At’.i. eaun cummittee produces its consolidated
rapking S0 voting on the decisiun packages pre-
serwed v its members. As at the costcenter
fevel, zlic most important ur most beneficial
packages are ranked highest and the least im-
portant ot beneficial lowest. {l should note, in-
cidentally, that the base package is always
ranked higher than the incremental packag
clustered arvond it, so that the base can casily
be retained even if the increments are rejected.)

The voting mechanism can be simple or cum-
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Final consohdated
rranking teviewed
¢ at top

Lower
. consalidation tevel

plex. depeisding an the mumber of enteria on
which the packages must ke evaluazed the come
mutee’s ability w tanh the packages amrinst
th criterta. the number of packages, and the
wme allotted for the process. Three hasic vot-
ing scheines ase in use:

1. Each meniber gets one vote an g fixed scale

L Each member votes on several duferent e
teria, with even or weighted values

3. A combination of the first twa schenies s
used, the first to establish 4 preluninary rankimng
and the second to establish o detarled ranke .
g aeound the cutnff level aizer one has been

~wstablished.

Exhibit IV shaws a voring scale. This seale was
designed for ovethead and support ACtVIties,
bus can cauly be modified fom qualitiuve o
quantitative cnterid 1oappropnate infonmation
on the package bang ranked 15 available.

Ve have found 1t helpiul o have s review
session after the detailed ranking, in which the
votes of the members are displayed, misunder-
standings of package content and ditferences
of aptnion are discussed. and 4 final ranking is
cstablished.

Controlling the volume

We encountered three problems with the rank-
ing process:

\
\ Lowest hudgeted
/'umu {cost centet!

/

First, althyush the consolidated rankings en-
compassed only two small divisions, staff «nd
tescarch, the nnmber of decision packages gen-
erated overwhelmed top matugement’s Jisility
to evaluate them thoroughly and rank them in
the allotted time. The two divivions comprised
1oe cost centers, in cach of which 3t o pack:
dges were wdenufied. e

Second, managers had coneeptual ditficulty in
ranking packages they considered to be legally
or eperationally obligatory.

Tiuzd, they expressed concern sbout their
own ability to judge the relative impottance of
dissimitar activities, especially nt areas like staef,
where almost all the packages requited subjec.
uve evaluation and ranking,

The weond and third problems caused little or
o practical ditfréulty, for reasons that wll
shortly be evident. The first problem, however—
that of volume=was serivus beeause in any ap-
plication of this techmgue the total velume of
packages was hound to increase greatly wich
cach consolrdation, at each <uceessive level.

I the problem was serious, the soluton was
sunple. To reduce the number af packages to be
reviewed in dewnl by successively higher levels
of management and to concenttrate top manage-
ment’s attention on the lower ranked activites,
a cutoff expense line was established at each or-
gantzational level, Managenment at thatulevel

1z
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Exhibit IV. A voting ballot
pEnSE——

Packages ranked here should definitely he
6 funded {al o satnvdy mimimum opetating ot
lexa! tequitements nt (bl because they have
. 3 high probabulity of arnificant tmpact.
e
5

s+

Packages ranked hete have some muscle,
4 hut these would be the fitst packaes to
ctitif the gnal expenduture leve! wete reduced.

ﬂ( Decivon potat; seal expenditinee leve!
‘ Packages tanhed hete have some muacle.
3 and these would be the firet packages tadd
1t the gonat expenditire leve] wete increaced.

[

{
Packages ranked hete should not be
<etinusly consideted, given the curtent
expenditure goals.

then teviewed in detail and ranked only the
decision packages involving expenditures below
that cutot bne in any detail. This process 1

Cshown i Exhulbae V.

Packages above the cutotf line were, and -
deed should be, brictly reviewed ar cach succes-
sive fevel to give nunagement a feel for the en
tre operation dud o allow wp management 10
verity to its own satistaction the relative tmpor-
ranee of the packages above the cototl line vee-
sus the:ones below it=that is, the ones beiug
studied in detai} and ranked.

since the wtal nambdy of packages w he res
viewed does merease at gach higher level, the
cutot! line must be made mote strngent at cach

Exhibit ' Decrspon package nmking cvele
Lowest budgered nnits " Lower consalidation Tevel
{roat center) .

HA
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higher level if the volume of packages o be re-
viewed at suceesstve levels is 1o be kept under
cantral,

Setting the cutoffs

In practice, it is hest to establisl the cutorf line
at the highest consolidation fevel first, and then
establish the cutoff hnes for the lower levels.
The most cfective way to establish this first
cutoff is for management at the highest consoli-
dation level to estimate the expense that will
be approved at the top level and then set the
cutoff far enough beluw this expected expense
timre to allow the desired trading-ott between
the divisions whose packages are being notked.
Lower consolidation levels then set ess stringent
cutoffs for their own use. 108 impottant o ot
that these cutoffs must be set befare consofida:”
tion at any level bexans

At the highest consulndation level, for exam-
ple. management might set the cutoff at o',
‘This means that at this level=call it Level B-
ntnagement would . glanee over the package
rankings handed up to it from Level C; skim ot
the highest ranked ones untl the expenditures
teptesented by the skimmed packages added up
to 80% of hist year's budget tor the areas in
question; 1eview these packages for reasonible-
ness; and then senously scrutize and rank the
remaning, low-ranked, and more discretionary
packages into a consolidated series to be passed
to the top,

At Level G, let us assume, a cutoff hoe of 0™
had heen set, When Level D had handed up s
rankings. managettent at Level. € would have
glinced over all the packages: skimmed the wp .
anes up to a totad value of som of last yeat's
expenditures in the areas in queston; cheeked
these fot reasonableness; and then evahuated and
sonsohidated the rest in its own, new ranking
o be handed up 1o Level B, (Naturally, cutotf

Uppet consolidation level .



O

ERIC

Aruitoxt provided by Eic:

61

lines can be expressed just as well in ahsolute
dollars as in percentages.)

Thus the conceprual ditficulty and concern
that management initially expressed over the
ranking process proved to be unfounded. Man-
agers did not concentrate their time on pack-
ages that were legally or aperationally required;

.rather, they concentrated on diseretionary activi-

ties. Note that the relative order of “required”
packages is unimportant; even if these pack.
ages fall below the cutoff at one level, they will
probably fall above the cutoff at the next con-
solidation level. '

Furthermore, managers dic. not spend too
much time worrying whether Package 4 was
more important than Package 5, but only ase
sured themselves that Packages 4 and § were
more important than Package t§, and that Pack-
age ts was more important than Package 13,
and so forth.

The ability to achieve a list of ranked pack-
ages at any given organizational level allows
management to evaluate the desirability of vari-
aus expenditure levels throughout the budget:
ing process. Also, this ranked list provides man-
agement with a reference point to be used dur-
ing the operating year to identify activities to
he teduced or expanded if allowable expenditure
levels change or if the organization is over or
under budget during the vear.

Conclusion

The decision-package ranking process is a gen-
eral procedure for achieving zero-base budget-
ing. It provides management with an operating
tool to evaluate and allocate its resources effee-
tively and efficiently, and provides the individ-
ual manager with a mechanism for identifying,

Zetorbase budeting

evaluating, and communicating his activities
and alternatives to higher levels of management.

As this process expanded from the staff and
research divisions to the manufacuring divi-
sinns within Tl, the general procedure and phi-
losophies remained the same, although some
mechanical details of implementation {such as
irforntition and analysis required on cach de-
cision package, devision criteria used to evalu-
ate and rank the packages, the level to which
the packages are ranked, and so forth) hav
been moadified to fit the specific needs of e
aperation.

This process was also adopted during ty7o to
identify and cvaluate benefits and alternative

expenditure levels and cash flows for maior fa-
cility projects, with the subordinate rankings
consolidated mto one ranking for the entire
corporation.

Zetorbase budgeting is a flexible and power-
ful tool. 1t has greatly simplified the budgcting
procedures at T, and brought about better re-
source allocation to boot. We believe it is poten-
tially useful to a great many companies in a
greay many industries; and, if our success with
it is any indicator, it will be applied widely in
the future.

Appendix: Aids for identifying packages

To break down their department acrivities into pack-
ages, manacgers should think in terms of three broad
categnties: service and suppore; capital expenditures;
and labor, material, and overhead cxpenses directly
associated with manufacturing,

1. Service &' support packages .
These packages focus on five kinds of subjects: peo-
ple. proects or programs, services recaved, services
provided, and cost reduction

Pecple provide the most common subyect for devision
packages because thev hath spend money and create
cxpenses thiough their wages and salarics. The sab-
tect of a package is likely to be persannel in av arca
wherd {a) costs are predominantly people-related, b
people peeform several tasks or functions and a level
of personnel ctfort can be identified, or (¢! the func-
non of specific individuals can be condensed or climi-
nated. The follawing base package suegests a person-
ncl reducuon.
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Harvard Business Review: NovemberDecembet ty70

Deciston package: Combined Sales Manager for Region A
and Region B,

Coar: $45,000.

Starement: Combine sales regions A and B inta one region,
chmnating Sales Manager A.

Benefits: Combiining regions saves expenses of Sales Man.
ager A and seerctay [$40.000)

Consequences of nonapproval: The manager for the com-
bined region will have less time for market surveys and
problem solving foc smaller customers, but negative sales
tmpact should be minimal due to sales levehug and ex:
pected economic stump for two of the largest custumers
n Region A,

Ahernatives: 4

© Maintarn sales manaxer in Region A at an addmor sl
cust of sgo.00c (This might have been an inCremental
package.]

& Combine sales tegions A and C.

Projccts o programs are likely to he che package topic
where costs are generated by personnel and services
provided, The following package is an example.

Decision package: Automated Inventory System.
Cint: $60,000.

Starement: A ready-aceess, perperual inventoty svstem for
ineprocess and fimshed  goods  Two ptan-vears of pro-
gramimet cort are requited, with $j0.000 eapense for
computet charges.

Senefits: This will ceduce production and shipping delays
Jue to swockouts, and teduce inventory fevels by 267
The costs will be repard 1n one vear.

Alternatives:

o Elimnate the system. Huwever, this would eliminate
the stated benefits and waste the $10000 already spent on
developmient.

4 Delay wnstallanon from Seprember 1971 10 Aptil 1922,

for a $10,000 savings 10 1971

& Elminate the teady-access capabiley of the svstem
1$5.000 reduction 1n package cost!,

& Expand the system to include raw materidhs tnventoty
i$15,000 additional costt.

Sepvices received is an appropriate suhject wherever
costs fur services received are paid to soun s external
to the manager's arca of activity. The manager should
identify separate decision packages or include these
costs within other packages. For example, the follow-
ing base package for a quality cantrol activite rep-
resents 4 cuthack to the minimal level in present
service costs paid nut hy the produce X production
deparmment.

Decrsion package. Redueed Quality Control foc product X.
Cust. $100,00.

Staternent: Inspect 33% of fimshed goods for produce X
within sne hour vf assembly completn,

120

79

Henetits: This sample will identify repetitive ptocess er
rors and ensure 9o probabilizy uf custumer acceptance.

Comsequences of nonapproval: Greatly increased custom:’
er rejection and probable sales lusses; ptocess errors wilt
continue if the present Jevel of tesung is teduced.

Aletnauves:

& Increase sample tested to 355, This will increase the
probalulity of customer acceptance to 957 {830,000 addit
tional costl.

0 Reduce sample to 207, This will reduee probabilicy
of custome? acceptance to 8o {$15,000 reduction in pack-
age costh

& Rerain present level of testing activity, but delay in-
spectuun to four hours after assembly completion to res
duce peak-tesung loads and overtime {$10,000 delayed
into next budger year.

Services provided is a helpful caregoty wherever
charges can he specified or estimated. 1f services are
dircctly charged to the customers, the budget should
be determined from a list of packages developed in
conjunction with and approved by the customer. {In
some cases, of course, CustomItes JI¢ oo nuMEIous
for individual packages 1 be developed for cach one,
or perhaps custumers will nut assutnc conunitment for
any planned service level hecause of ubcertainty) If
the customer is nor directly charged tor services re
ceved, the service packages identified will follow the
notmal ranking and review procedures.

Cost re-fuction, incidentally, is a kind of package that
is useful when a cost incurred for recciving or provid.
ing a scrvice is not recovured during the same budget
period, The net cost of the package should be shown
as the total cost niinus savings dunng the hudger year.
{1f the cost is utiset in the same period, the manager
should incotporate the reduction in the appropriate
deciston package.)

2, Cupital expendutures packages
g

This category is chiefly useful for hreaking vut major
expenditures not included in other packages. This fre-
quently occurs when [ab capital proiccts have a long
ledd nme, (b benekit -1 not be realized during the
budget year, {c) expenditure rates can vary, {d} pruiects
are deferrable, of {e} cash tluw problems require crade-
otfs heeween expense and capital dollacs budgered.
Capital packages may also cunveniently identify ex:
penditures relaced 10 costrreduction programs.

Capital packages frequently identity variable ex-
penditure schedules for mecting normal operating
nceds. The following package is an example.
Deenion p=.bager Expeaditnre schedule for Expanding
Dallas Chiemacal Facilicy.

Gost- 83 mulhion in rg71, $3 5 mulhion in 1972, $0.8 mil
hon m tyrs.

Benetits and  vonsequences of aonapproval: Matketing
studics justifv adding capacity au chis taze,



Alternatives:
¢ Delay necessary plant expanseon for six months by
going to full-capacity opetation at existing facilities on

Saturdays and Sundays.

¢ Shp expend and comy

© Compress constiuction’ schedule and incur §% 1o
105 acceleration ptemium.

O Reduce capacity on the chemical storage tanks w
mimimem tequrirements {$200,000 reduction in total pro-
Ject coat). :

lction schedul

Once managers understand the formats they should

63

. Zero-base hudgeting

use, they can begin formulating packages for their
areas of activity.

3. Labor, material, and overliead expenies direct-
I assnciated with manufecturing

Althoagh the zetabase concept witl probably not ap-
ply here, the manufactunag ates may use decision
pockages to identify alternatives and diseretionay
activities, allowing management o rank these pack-

-ages with packages identified for other dreas.
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| 7. |
Comprehensive Versis Incremental Budgeting
in the Department of Agriculture*

AARON WILDAVSKY and
ARTHUR HAMMANN

In the Spring of 1962, the Department of Agriculture shunted aside tra-
ditional methods of budgeting and attempted a comprehensive and. si-
multaneous evaluation of all departmental programs. The purpose of this
Paper is to describe this experiment and to evaluate its results, especially
as they bear upon the controversy surrounding incremental versus com-
prehensive approaches to decision-making. After a brief description of
the rival positions in this controversy, the procedures used by officials in
the Department of Agriculture in comprehensive budgeting are de-
scribed. Then we attempt to determine the extent to which the intended
objectives of comprehensive budgeting were achieved, and to describe a
number of unanticipated consequences of using this approach. We con-
clude with a series of recommendations.? ’

THE CONTROVERSY

Whatever else they may be, budgets are manifestly political docu-
ments. They engage the intense concern of administrators, politicians,
* leaders of interest groups and citizens interested in the “who gets what
and how much” of governmental allocations. Participants in budgeting
use its political components as aids to calculation. They drastically sim-

*Reprinted from Aaron Wildavsky and Arthur Hammann, *“Comprehensive Versus In-
cremental Budgeting in the Department of Agriculture,” Administrative Science Quarterly,
10:3 (December 1965), 321-346, by permission of the author and publisher. Aaron Wil
davsky is chairman of the department ‘df political science at the University of California,
Berkeley. Arthur Hammann is a teaching fellow in psychology at the University of Michi-
gan. The name of the junior author was misspelled as Hammond in the original article.
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plify their task by concentrating on the relatively small portion of the
budget that is politically feasible to change. The previous year’s budgct,
the largest part of which is composed of continuing programs=and-pnor
commitments, is usually taken as a base needing little justification be--
yond that offered in the past. Attention is normally focused on a small
number of incremental changes, increases and decreases, calling for sig-
- nificant departures from the established historical base of the agency
concerned. Parts of the total budget are given to various administrative
agencies, appropriations subcommittees, budget bureau divisions, and
other interested parties for special attention. This fragmentation is in-
creased because all budgetary items are not evaluated together, but are
dealt with in sequence by the various participants, so that only a small
number of items need be considered by any participant at any one time.
Heavy reliance is placed on receiving feedback from interested parties, if
3 decision turns out to have adverse consequences for others. The exist-
‘ing budgetary procegs, therefore; may be described as incremental, frag-
mented, and sequential.?

A large part of the literature on budgeting in the United States has
been devoted to a critique of the present process.® Aids to calculation
like the incremental method have been attacked ac arbitrary and
incfficient. The fragmented and sequential budgetary operations have
been severely criticized for leading to a lack of coordination and a ne-
glect of important values.

Failure to consider the budget as a whole, each item c0mpctmg for
funds with the others, has been characterized as irrational. Although
many statements could be cited to show how loﬂ'é and how consistently
these views have bezn held, only a few illustrations are presented here.
Writing in 1924, E. Hilton Young asserted:

It must be a templation to ow drawing up an estimate to save himself trouble by

taking :ast year's estimate fz: grovied, adding something to any item for which an

increased sxpenditure is foresem Nothing could be casier, or more wasteful and
" extravagant. It is in that way obsolete ex[)endxlv e 15 m:rbled to make s appearance
" year after year long afler reason for il has ceased to'& g

This often-repeated theme was echoed in 1942 b')T'Bcnton Biser: “Ap-
propriations generally are built upon the tasis of the preceding year’s
expenditure, plus or minus ary known items of increas: or decrcase,
without considering whether or not the past year’s experience is the re-
“sult of ‘cfficient arid economical administration.”S Arthur Smithic: was
more positive: “In general final expenditis: decisions should not be

~J
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made until all claims on the budget can be considered”® (italics sup- .-
plied).

“These norms are still held by participants in. budgeting. Maurice
St,l as. who wai budget director under President Eisenhower, stated:

“Kpery item in a budget ought to be on trial for its life each year and
matched against @/ the other claimants to our resources”” (italics sup-
plied). The critics would prefer a budgetary process in which coordina-
tion would be made the expiicit concern of a central hierarchy; which
would consider a wide range of alternative expenditures and investigate
rather fully the consequences of each and the probability of their occur-
ring. No item would be automatically included, and each would be con-
sidered anew every year in the light of its relative priority compared to
other items. Instead of proceeding from a historical base, there would be
no base at all; therefore, this comprehensive budget is called a “zero-
base’” budget.

While it is evidently possible to talk about comprehensive, zero-base
budgeting, the question arises as to whether it is possible to put it into
practice.8 This question cannot be shunted aside as unimportant, when
one considers the constraints imposed by limited time and comprehen-
sion, by the lack of theory to predict consequences or means to calculate
them fully, by the widespread political consensus on many programs
and the statutory necessity of proceeding with others, and by inability
to resolve the perennial question of the comparability of different pref-
erences held with varying degrees of intensity. A direct test of the com-
Prehensive approach has not previously becn possible because (to the
best of our knowledge) no major attempt has been made to try a zero-
base budget. The effort of the Department of Agriculture to work with a
zero-base budget in 1962 provides, therefore, a unique and valuable op-
Portunity to undertake a.direct test of this approach. The analysis of a
“deviant case”™ (When compared with the usual mode of budgeting) has
special advantages in highlighting features of the budgetary process that
might otherwise escape notice. Despite the disadvantage of working with
One case, One can obtain insights from a close view of problems of
budgetary calculation.®

The study is based on an extended series of interviews, during the
simmer of 1963, with budget officers, directors or assistant directors,
and staff people in nearly every agency in the Department of Agri-
culture, as Well as department level officials. We attempted to interview
every person at a high level who was intimately involved in the zero-
base budget experiment, and succeeded in interviewing at least one per-

-3
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son in all but two small agencies. Our fifty-seven interviews constitute
an overwhelmingly large sample of the important men available for dis-
cussion. All of the men interviewed were given an opportunity t¢ com-
ment upon a draft of this paper and to amplify their remarks to “he se-
nior author. Twelve reé-interviews were undertaken in order to check on
disputed points. Questions in the paper represent a transcription: of
notes taken during interviews or, when indicated, comments in letters
written in response to the first draft.

—

) PROCEDURES

~ The origin of the experiment in zero-base budgeting may be traced to
three circumstances: (1) The general climate of opinion favored com-
prchensive budgeting. (2) A letter from Director of ine Budget, David
Bell, to the Secretary of Agriculture, Orville Freeman, suggested that a
mdre comprchensive approach to budgeting was in order. Dated August
16, 1961, the crucial sentence reads: “I think we should in a real sense
reconsider -the basic funding for each program—‘justify from zer2’ in the
budgetary phase.” (3) Freeman had a strong interest in budgetary prob-
lems, which he had developed as governor of Minnesota.!® Comments
like “The Secretary pushed this” or “The Secretary’s interest was. the
motivating force” clearly indicate where department officials found the
immediate impulse behind the proposal.

When the decision was made to do a zero-base budget, staff members
in the department’s Office of Budget and Finance made a quick survey
of the literature and discovered that although ‘much had been written
criticizing the traditional methods of budgeting and advocating a com-
prchensive ‘approach, there was little written about zero-base budgeting.
After the staff members had consulted with leading department officials
in order to get a clearer idea of the objectives, they began preparations.

In April, 1962, the Department Office of Budget and Finance sent out
“Instructions for 1964 Agency Estimates,” which called for radical
changes.

A new concept has been adopted for the 1964 agency estimates; namely, that of zero-
base budgeting. This means that all programs will be reviewed from the ground up
and not merely tn terms of changes proposed for the budget year. . . . The total
work program of each agency must be subjected to an intensive review and
evaluation. . . . Consideration must be given to the basic need for the work
contemplated, the level at which the work should be carried out, the benefits to be
reccived, and the costs lo be ineurred. . . .

75
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The fact that certain activities have been carried out for a number of years will
0%, per se, adequately justify their continuation. Nor will the fact that programs are
prescribed by statutory law necessarily be a controlling consideration. Program goals
based on Statutes enacted to meet problems or needs that are today of lesser priority
must be re-evaluated in terms of present conditions.

1t is implicit in the zero-based budget approach that the need for programs and

their yecommended magnitude in the fiscal year 1964 be clearly and specifically
demonstrated. . . . The justifications should be prepared on the assumption that all
[italics supplied) information needed for making budget decisions should be
included "'

"The instructions for-preparing a zero-base budget required the agen-
cies to make three major types of calculations: (1) justification of the
nced for agency activities and programs without reference to congres-
sional mandate or past practice; (2) justification of the requested level of
expenditure (fund obligations) based on the needs; (3) justification of
the costs of the needed programs from the ground up. How did agency
officials react to the demands placed upon them by the zero-base
budget? How did they go about putting together the huge amount of
information they were required to submit?

.y

APPLICATION OF ZERO-Base CoNCEPT

All the agencies had serious difficuity in conceptualizing circumstances
in which there were no legislative mandates, no past commitments, no
consideration of items to be included because other participants in the
budgetary process would demand it, no programs for which support
could not conceivably be expected; in a word, no history or learning
based on that history. The words of one official, “Justifying the whole
program is silly; it just equals rchashing the origina! legislation” were
echoed by many others. So the agencies cither assumed or quickly de-
cided that their programs were needed. Many programs were justified at
least in part by references to the language of their enabling legislation,
despite the statement in the instructions that this would not be an over-
riding consideration. Besides pointing to statutory rerjuirements, the
agencies §a'# priority to showing how their program niet objectives of
the Kennedy-Freeman program: increasing recreation facilities, aiding
low-income groups, and generally advancing rural development. This is,
of course, what the agencies would usually have done in justifying their
budgets, except that.more. detail and greater documentation were pro-
vided. Furthermore, time ‘was' précious and in short supply. “We didn’t

FR——
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have time to analyze much” was a typical comment; rcﬂcctmg the ten-
dency of efforts to be channeled into the large and pressing task. of com-
piling supporting data.

One budget officer estimated that a “real examination” of the need
for the programs carried out by his agency “would take at least a year.”
As a result, he explained, the continuation of major programs was not
re-examined. . ‘ .

Agency people were far more concerned with the level: of their pro-
grams than with whether there was a need for them at all. One stated,
“We told our program pcoplc ‘These are the areas Congress has author-
ized us to participate in. Which need to be implemented in your state,

and at what level” ”; and even here, “Mostly this was a justification of

what we had.” Program officials reported, apparently without realizing
the implications for the theory behind the zero-base budget, that in pre-
_ parmg estimates, “We had to start from the previous year, then deter-
‘minec what increases we‘wanted for 1964.” “Each staff officer reviewed his
office. We all decided we needed what we had. Then we decided wheth-
er to ask for increases.” The calculations involved in determining the
precise figures were described by an agency head in terms generally ap-
plicable throughout the dcpanmcnt “In the matter of preparing budgct
estimates, the dollar emphases (priorities) are intended to represent a
program which represents what the Secretary and Congress want to give
emphasis to at that time. The dollar figures represent a compromise
ameng the guidelines given by the need for the service (what the public
has asked for), the wishes of the President and Secretary, and the indica-
tions given by Congress at ‘Hill’ hearings (‘hold the linc on this program
next year!’).” Other officials mentioned certain limiting factors—the
“availability of trained personnel or physical resources, which set upper
limits to what they could do. It is apparent that agency people reduced
their burden of calculation by actively secking guidclines or constraints
—what Congress would approve, what the statutes required, what could
be done with available personnel and resources. The major calculating
device was to take the budgct of the past year or two and then consider
.increases or decreases.

Since the zero-base budget was designed to avoid this incremental
procedure, we challenged the respondents to explain and defend their
approach. Not all were aware at first that they were following an in-
cremental procedure. At times the respondents became agitated:
“You’ve got to start from where you are!” Two main grounds were ad-

anced in support of this proposition. First, they knew most about their

77



146 APPROACHES TO BUDGETING

present -status and could make some reasonable estimate of the effect of
more or less money for particular programs. But they did not know
what drastic changes, such as eliminating their programs, or cutting
them in half, or doubling them, would mean: “Increases or decreases are
about all we can swallow.” Such comments were reinforced by observ-
ing that at department budget hearings, agency representatives were
typically confronted with the same kinds of increase-decrease statements
as in previous years: “How many people do you have now? What did
__you spend for that last year? What do you propose to do with the extra
-~funds?”

The second argument was that the whole procedure was unreal. Why
such a great effort for a procedure which nobody with experience could
believe would lead to any significant results? Everybody knew that cer-
tain programs were mandatory, others could not be modified, still others
had to be supported at approximately their current level, unless the
President and the Secretary were prepared to make many more enemies
than appeared to be the case: “We knock our heads against the wall
and then we know it will all turn out the same.” All this “waste of time
and effort” when they might have been working on programs they
could really do something about.

Considerations such as these were not entirely absent in the instruc-
tions for the zero-base budget, where onc statement was: “One of the
department’s objectives will be to reduce over-all net expenditures for
the Department of Agriculture in 1964 and subsequent ycars below pres-
ently estimated levels for 1962 and 1963.” If the agencies were expected
‘to make a fundamental analysis of the needs for their programs, regard-
less of budget changes. such an admonition would seem superfluous.!?

“My first reaction szs to jump out the window,” an agency budget
officer revealed. As the agencies began work to justify the cost elements
in their estimates, however, the initial difficulties were forgotten in the
attempt to meet the requirements set down for the zero-base budget.
Those agencies whose activitics or experience lent themselves easily to
work-load analysis reacted differently from those whose activities made
this procedure impossible or inappropriate for them. An agency with a
“well developed and widely accepted mode of work-load measures could
meet the requirement that expenditures be justified from “the ground up”
by attaching an explanation to tables of work-load statistics, supporting—"
the expenditures. As one budget officer put it, “Work-load data is great for

- us. We're pioneers in this area. We'd been developing this data for
vears.” A high-ranking official was explicit in stating that in his agency,

[T
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“the zero-base approach made no difference, because to meet rapidly
changing conditions, we’re always preparing our budget zero-base style.
Economic assumptions lead to size of expected program (required by
statute), which leads to cost on basis of previous staffing and material
needs. We don’t know what the estimate will be until it pops out of the
calculating machine.” ,

For the agencies which did not or could not use work-load data, cal-
culating the expected level of expenditures (budgetary obligations) in
zero-base style was much more difficult, and the responsible officials
tended to react rmuch more negatively. “I don’t know of any budget
officer who liked zero-base budgeting,” was a typical comment. “Work-
‘load data is inappropriate for us,” they explained. “It’s not like building
a bridge or something—you don’t have ‘units,’ you have subject matter,
and it is very difficult to know how many technical people are needed.”
Unable to talk in terms of so many applications processed, operations.
performed, or similar measures, the agencies with no work-load statistics
had to find a substitute. In some cases an explanation of the problem
was made, and the proposed levels of expenditure were justified by proj-
ecting the rate of growth of the previous few years into the future. A few
agencies tried to develop new ways. of dividing activities, although they
did not think this realistic and expected no benefits from what they
called “arbitrary categories.” Developing supporting data meant
breaking down costs differently and engaging in many hurried calcula-
tions without the feeling that something positive would result. As a re-
sult, these agencies were overburdened with work in which they had lit-
tle confidence, although they did manage te submit estimates which
were as much as ten or more times longer than previous ones. Six weeks
after the instructions for the zero-base budget has been sent out, twenty-
five sets of binders representing agency estimates, most taking up three
feet of shelf space, appeared in the Office of Budget and Finance. “It
nearly created a surplus storage problem,” one official remarked in a
pointed bit of humor.

. COMPREHENSIVENESS OF ZERO-BASE APPROACH

“Theoretically,” a department official said, “a zero-base budget is a way
of evaluating needs and priorities more systematically and comprehen-
sively than usual.” How did the officials at the department level'® analyze
the voluminous miaterial presented. Did they try to evaluate the relative
merits-of every item or program compared to every other?-What proce-
dures were actually used in making agency allowances?

o N ,
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The main problem was lack of time. “We knew we were getting into
--something horrendous,” a-respondent declared, “and it, was obvious in
advance that it would be impossible for hllv of us to analyze the material
.at all stages. The range of decision—the number of decisions to be made
—increased almost infinitely. Although individual steps of the process at
the department level were the same as always, this made such a quanti-
tative difference as to amount to a qualitative one.” Another official ob-
served: “The stuff the agencies submitted was very complete, obviously
too bulky for the Secretary himself to wade though.” More direct
confirmation came from an authoritative source, who said that the Sec-
retary “didn’t read a great deal of material; he only has time for sum-
mary material.” But he did spend more time than before on the budget.
Of the cight members of the Budget Committee of the Department—the
undersecretary (chairman), six assistant secretaries, and the Director of
Budget and Finance—it is doubtful that more than one or two actually
had time to read all the material submitted. That the zero-base budget
came up during the Billie Sol Estes episode and at a time when the ap-
propriations bill was seriously behind schedule ir Congress may have
added to the time problem. The consensus, expressed by a high depart-
ment official was: “There was too much material in the zero-base
budget for us to digest and use. I haven’t read it all.” What, then, did
they do with the material they could read and digest? _
The crucial question centers around the degree to which comparisons
were made as to the relative desirability of programs spanning several
different agencies. Nothing approaching a comparison of every program
with every other (or of most programs with each other) was made. On
the contrary, the majority of comparisons made by department officials
concerned programs and activities within individual agencies. An official
explained: “Questions at department hearings were in the same catego-
ries as usual—Why this program? Why this level? What would alterna-
tives cost?—but in more detail. In analysis, we didn’t consider why sixty-
five rather than sixty-four or sixty-six man-years for project X, but why

three times as much for project X as project Y.” Only in a few cases in--

volving closely related programs in different agencies, where this had
been the practice, were comparisons made across agency lines. In fact,
most of the analysis, as in previous years, dealt with the justification of
an individual program at a particular level of expenditure. “Unavoid-
ably,” a department official revealed, “we ended up talking about how
much more, about increases. Budget people seem to talk about a budget
request of 85 million when actually that’s just the increase.”
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When we faced him with these findings a department official declared
that:

The ideal of a zero-base budget is actually impossible: It would require

investigating why each research lab is where it is (which is tough to trace), giving
an objective measure of how much can be justified for research in a given area, etc. If

you have the tpe of program where you can identify units of work, budgeting on
zero-base is relatively simple. But in a case ltke the Department of Agriculture, that

often doesnt work. Our activities are so varied as to make quantitative comparisons

between programs impossible. I don’t agree that just because we put emphasis on

increases, no one pays altention to the rest of it. We are always evaluating some

programs in a basic sense and always trying to make improvements in management.
If we do [place emphasis on increases) it’s because that’s the way appropriations

commitlees ltke to operate. ) :

This official and others -appear to be saying (1) that they do not know
how ‘to make the calculations required for a zero-base budget; and (2)
that a comprehensive approach is not necessary, because they do, from
time to time, investigate various programs intensively, within the limita-
tions of their time and knowledge. It is clear that those who would like
¢ zero-base budget will have to show how it can be done if they wish to
see it put into practice.

THE STAFF

Those engaged in analyzing the budget at the department level did
make a serious cffort to avoid increase-decrease analysis. “Naturally,” a
staff man explained, “we were interested in the fact that a program
would be a new investment; that fact might raise or lower {its] priority.
But increases and decreases as such were for the Bureau of the Budget
[and later for submission to Congress); they weren’t even included ir the
detailed justifications.” This procedure raises a question of some interest.
If, as we have seen, top officials manifested a preponderant interest in
increases and decreases for the purpose of making recommendations on
the budget, what purpose was served by providing them with different
kinds of data and analysis?

When this question was posed to department people, they began to
alter the rationale they had originally offered for the zero-base budget.
Two major lines of thought developed. The first professed to see in the
zero-base budget a combination of psychological reassurance and strate-
gic utility: “There has been a great hue and cry about the size of the
agriculture budget. The purpose of it [the zero-base budget] is to reas-
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_sure, if we can, the Secretary, the Director of the Budget, the members
‘of the appropnatIOns committees, that money is not being wasted and
that it is being used to carry out only the most important projects in
work that furthers the national interest.” Although related to the first in

" . its emphasis upon the psychological aspect, the second post-hoc rationale
leans on the benefits to be derived from any radical change in habits of

“work and thought. “We were interested,” the proponents of this view as-
serted, “in the zero-base budget as a therapeutic device for agency and

budget people. It’s easy to get into the habit of doing things the same
way. Starting out with.the idea that nothing is sacred is therapeutic in’
itself. Any device which will encourage pcople t6 give a' deeper and N

broader consideration to operations will lead to better understanding of
what is going on and of areas where improvements might be made.”
Note that the focus has shifted from external phenomena like com-
prehensive calculation from the ground up, from analyzing programs
compara uvely, to internal psychological states like breaking up people’s
habitual patterns of thinking and reassuring leaders. To what extent did
“better understanding” lead to improvements? Consider the conse-
quences of the zero-base budget for budgetary decisions within the de-
partment. What difference did it make in the kinds of decisions made?

INTENDED OBJECTIVES

The major purpose of the zero-base budget was to examine all pro-
grams at the same time and from the ground up to discover programs
continuing through inertia or design that did not warrant being contin-
ued at all or at their present level of expenditure. Money released by the
discovery of these “obsolete” programs could lead either to a decrease in
the over-all size of the funds requested by the Department of Agri-

culture or to a more rapid expansion of the highest priority programs

. than was possible under the traditional incremental approach to budget-
ing. In brief, detailed information about all programs would. for the first
time be available in one place at one time for departmental review. As a
result, relative priorities of total amounts for all programs could be con-
sidered, not merely amounts of increase and decrease for some programs.

“We therefore asked cach respondent to tell us whether any decision
made by him or by others could in any way be attributed to the zero-
base budget. Did the agency or department officials recommend
different programs, different amounts for programs, or distribute funds
among programs differently as a result of the zero-base approach’ For
the most part the answer was ncgauva
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Most statements were variants of “I don’t think it made a damn bit
of difference,” or, “I don’t think anyone would honestly tell you that
they changed their budget.” Agency personnel continually reiterated
their doubts that the department was adequately staffed to digest the
vast amounts of material. Asked for evidence, the respondents usually
replied that, “The figures we put in have never been referred to as far as

"I know” or, “It [the zero-base budget data] was sent across the street

[whcrc the departrent offices are located] and we never heard of it
again.” In a few cases the respondent hedged: “I don’t know that I per-
sonally learned anything new or different, but . . . I suspect it did maka
some difference, but I'd hate to have to prove it.” A couple of times
an exceedingly small change was reported though not without quali-
fication. Although there was “no difference in the over-ali amnounts re-
quested or received from the department, analysis did lead to the transfer
of $20,000 among programs. This analysis was, however, pisaned before
the zero-base budget. . | .” An excess expenditure for files in one agency
was also mentioned. In one instance a department off:ial asserted, “I am
confident that decisions were made which wouid nust have been made or
even considered in the absence of a zero-base budget.” He could, how-
ever, give only one specific change—a reduction of $100,000 in an obso-
lete research program. The paucity of changes attributed to the zero-base
budget is evident in the fact that this change was brought up repcatedly.
(Many officials said they had heard of a change somewhere, but it always
turned out to be this same change.) Another department official insisted
that the zero-base budget procedure was not useful in “ferreting out all
_sorts of dark and sinister things that shouldn’t be done, which would

~ tiFn up quickly anyhow.” Our geieral conclusion can be stated in the™™ "~

words of a person in a position to get a general view: “Some butterflies
were caught, no elephants stopped.”

There are a number of explanations for the paucity of changes. First,
as an zcency official put it, “Budgeting’is continuous.” Individual pro-
grams are constantly being evaluated. When authorizations Tun out,
new studies are commonly undertaken and new justifications prepared.
A change of party in the White House or the appearance of a new agen-
cy head often results in the re-evaluation of some programs. Interest in
Congress or the Bureau of the Budget, demands by clientele groups, and
changes in the economy or in technology may lead to intensive analysis
of specific programs. These take place in addition to periodic reviews
scheduled within the agency in order to adjust to changing circum-
stances. Second, some of the department’s programs have always been
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budgeted more or less i3 zer-base fashion because their operations lend
themselves to quantification. These include the price support programs
of the Commodity Credit Corporation, which make up the largest single
item in the budget. For such programs, justifying a $600,000 program
and justifying a $100,000 increase in a $500,000 program aniount to
much thie same thing: Therefore the reque'3 coming from the agencies—
certainly a major determinan' nf what dcpartmental officiais will ap-
prove—were quite similar t. thos. of previous years. Third, it is the re-
sponsibility of administratc -5 to ser that resources are expended for the
programs they believe hav. “+ .ughest priorities. The head of one of
the larger agencies indicated that when he goes to Congress with a re-
quest for an increase in his agency’s budget, he must always be ready to
admit that the increase will finance work of lower priority than is al-
ready being done; otherwise he will be criticized because he has not al-
ready transferred funds to the higher priority activities. Nearly all agen-
cies have many more programs than they can undertzke or expand with
the funds theyv have or are likely to get; they are not likely therefore, to
allow an obsolete program to continue to drain resources from programs
they deem more worth while.!* Even thosc interested in expanding their
organizations can scek expansion of those programs they believe most
worth while.

The main reason that budgetary outcomes were not very different,
however, is that the process by which budgets are calculated =nd
justified is only one—and by no means the most important—determinant
of program size, distribution, and content. Budgét officials, particularly
at the departmental level, continually qualified their remarks by saying
~that; after-all; “The-zero-base budget~didn’t “affect the basic economic
and political facts of life.” Therc are mandatory programs like price
supports for -vhich expenditures must be made and which cannot be
easily altered: The level of programs may depend a great deal on the
state of the national economy (for service programs), on the existing
state of knowledge and the zvailability of trained personnel (for rescarch
programs), and not on how programs are analyzed or written up. As
many officials pointedly remarked, “Decisions are made on criteria other
than the justification of the program itself. Frequently the figures are
based on judgment factors of what the environment will permit’taken in
total." Whether political support exists for a program depends on party
alignments in Congress and the executive branch, the preferences of the
President, Director of the Budget, members of appropriations commit-
tees and other officials, and the activities of clientele groups. Budget
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people are well aware, for sxample, that the best possible justification
may have little influence agninst a powerful budget-cutting drive. These
factors find no place in the zero-base approach; therefore in a budgetary
system in which there is necessarily much emphasis on “what will go,” 1%
a zero-base approach will riot necessarily make much difference.
Although there was widespread agreement that the zero-base budget
did not significantly affect outcomes, nearly half of those interviewed
commented quite favorably on the experience after it was over. Was this
merely a show of bureaucratic loyalty or were there other reasons for the
favorable attitude? This unexpected finding led us to ask further ques-
tions, which produced perhaps the most interesting findings in the study.

UNANTICIPATED CONSEQUENCES

Activities may have outcomes which are unanticipated, even unper-
ceived, by the participants in the activity.!® The preparation of a zero-
base budg=t resuited in’a number of unanticipated consequences, which
were probably more important (and certainly more interesting) than its
expected results. L

'One of the difficulties faced by refiective people cngaged in budgeting
is that they hold implicit beliefs about desirable methods of calculations
—comprehensive and simultaneous evaluation of means and ends being
considered .. synonymous with rationality—while they practice quite
different—in:..emental and sequential—methods. For the large minority
who expressed positive feelings about zero-base budgeting, the experi-
ence appears to have satisfied a longing to believe that they were pro-

ceeding according to the canons of rational methods of calculation.
-~~When-asked why they liked zero-hase budgeting; théy would answer by ™~ ™™

describing the method and pronouncing it good: “Considering every-
thing from the ground up at the same time is, well, good, the right way
to do it, and not just letting things grow like Topsy.” “The major
benefit may swell have been the much more intensive, thoroughgoing re-
view, from the bottom up.” But if the zero-base budget did not lead to
changes, did they perhaps learn more? :

Here ‘there was a sharp split in the responses of the large minority
that approved of the zero-base budget. Some respondents claimed that
they learned nothing new; they had known about all their operations
before. How, then, was the zero-base budget helpful? Agency personnel
answered that the department people must have benefited; department-
level personnel answered that agency personnel had benefited. “The zero-
base budget,” said an agency man, was “enlightening to department
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officials who reviewed it. To us it was just an exercise.” “We knew what
was going on,” department officials would say. It was helpful in the
agencies. I can’t prove this, but I have no doubt that things turned up
in the agencies that were never passed on.”” A variant of this argument
was taken by an agency head: “I don'’t know that I personally learned
anything new or different. But some of my staff who prepared material
for me had clearer presentations than in other vears.” For these officials,
the zero-base budget was good because it benefited other people.

The rest of the administrators who werc favorably disposed toward
zero-base budgeting did feel that they learned something new. Without
exception these people had been in their positions less than three years
and had not yet discovered how useful participation in budgeting and
perusal of budgetary material could be in adding to their store of infor-
mation. “I think everyone came out of this process with a great deal
more informatien than they'd ever had before,” a new appointee declared.
“I went through all of the material. spent more time on budgzting than
before [the previous two years), learned more about the scope ¢f opera-
ticns.” Like others in his position, he knew what programs were being
undertaken, but in some cases he had not realized the full extent of the

" operations until he read the budgetary data.

If this was the case, why did these officials not make use of tin. knowl-
edge they had gained to alter their preferences or ctherwise make some-
what different decisions? An important clue was fv.nished by one of
these “learners” who remarked: “Some of these thiigs I w ldn’t have
needed to know.” Indeed, further questioning revealed that much of

what was learned was sxmply not .lr)prnprmtﬁ to th? kinds of choices . =

“availabléto these men or, at least, was not perceived by them as hcmg

relevant in the context in which they operated.

Those who disliked the zero-base budget complained thar they hau
done a ot of extra work, yet nothing had been changed as a vest'i of
their endeavors. Far from being unhappy at the absence of significant
changes in their budgets, however, those who liked the zero-imse budget
scemed to find positive advantage in this circumstance. One official ex-
plained, the zero-base budget vwas good because “it tended to confirm
what vou had .1 notizn of otherwise.™ It felt good "10 sz:.afy yoursell
that you're doing a conscientious job.” said another official “instead of
following the inevitable icast resistance, less deep analvsis, of the in-
creases and decreases approach.” The happy coincidence of waking p
a proper budget was a morale booster. Before they har vome 1o the de-

" partment they had heard complaints that many of its programs were
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wasteful and unnecessary. Now that it had been demonstrated in detail
just what the Department of Agriculture was doing and why, they were
more certain of the necessity of the programs for which they were respon-
sible.!” The strength of this feeling may go a long way toward explain-
ing their favorable reaction to the zero-base budget and all its exira work—
even—indeed, especially when few changes were made as a result of it.

The zero-base budget experiment had focused attention on the budget-
ary process. For the first time in many years, a Secretary of Agriculture
had attended department budget hearings and had made it known that
he considered budgcting of primary importante. As a result, many
officials informed us that, *“There was a higher interest in budgeting
than ever before.” Much more time was spent on budgeting: “I worked
ninety hours a week and still didn’t have nearly enough time.” “A tre-
mendous number of man-hours were involved. I spent at least twice as
much time on budgeting this year. lots of Saturdays and evenings.”
Budget people discovered that their function was rated more highly as
program people became more involved in budgeting and were *“forced

. . to sit down and justify their programs.” And, as program personnel
worked on budget justifications, they liked the feeling of being more in-
volved in their activities regardless of whether the¥ wanted to change
them. They might well have learned-as much (6r'more) in other vears if
they had spent 2s much time and energy on budgeting. The zero-base
approach has value here not so much because it was necessarily a better
way of planning a budget. but because it was a different one which
prompted them to focus their attention on budgeting.

A large part of the felt benefits of engaging in zero-base budgeting

~me e may -stem;-therefore; from the - well-known-Hawthorne -effect!®-in-which— - -

the content of the experiment is less important than the fact that the
sense of importance of those engaged in the experiment is enhanced.
Greater interest and attention is devoted to the activitv in question and
the people who engage in it. Consequently, they feel that others are
more interested in them and that, perhz- - their pri.blems are in some
sense better understood. regardless of whé.=:2r this understanding is objec-
tively real or leads to specific consequences tor the pattern of decisions.
Thus agency people felt good at being able to educate their depart-
mental superiors. Top departmental officials believed that the zero-base
approach helped agency people see their work in perspective. Through
being compelled to justify the existence of their agency’s programs, they
would see how it fit into the total operations carricd out by the Depart-
ment of Agriculture. This line of reasoning. may help explain why many
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officials were certain that the zero-base approach had helped people at
other levels in the hierarchy, even if they were unable to suggest any
way in which it had helped them.

Porrticar Use or BUDGET

Our analysis would not be complete without noting that the zero-base
method of budgeting—whose advocates present it as-a means of focusing
on costs and benefits rather than on poiitical maneuvering—was used for
strategic purposes, thereby enhancing its appeal to some officials. They
-felt that the zero-base procedure was useful in dealing with the Bureau
of the Budget and the appropriations committees. “We’ve examined
these requests from the ground up,” they would say in justifying their
requests as “solid” and not subject to cuts. By stating that the desirabili-
ty of changes had emerged from the zero-base analysis, several officials
had the opportunity to call attention to changes they had wanted in
previous years. In this way one agency was able to get approval for
building funds denied the previous year. In general, the zero-base experi-
ment helped those who had previously decided they wanted to review a
program by providing them with an excellent reason for not delaying
the review. Resistance to providing essential information was overcome
to some extent because top agency officials “werc armed with weapons
which forced . . . the disgorging of the information they needed to get.
.. . This is often like pulling teeth.” And having proposed the change
they had in mind, the responsible officials could use the belief that the

No one suggested that the zero-base approach be followed every year.
Among those who felt that the experiment should be repeated, the most
common suggestions were: ‘‘not every year periodically,” “at intervals,
cvery few years,” or “every five years or so.” Since new officials would
stand to benefit the most, such officials reasoned, a zero-base budget
would be useful only with changes in administration. Another view was
that budgets changed little from year to year, so that an annual zero-

base budget would result in “duplicating the same pages.” The authors
were cautioned to “‘remember that the budgetary process is not the only -

decision-making process for setting policy. Parts of operations are con- .

sidered through other channels all the time.” The general conclusion
was that the zero-base method might be us=ful every five vears “for a ref-
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erence document,” or “to find out where you are now,” or so *‘we’ll have
a more recent base.” It is apparent that-even those who found some use
for the zero-base approach began to assimilate it to the more familiar
incremental method. They would use it from time to time to ‘‘take in-
ventory,” as one put it, and then take their bearings for the immediate
future from that date.

RECOMMENDATIONS

No one, least of all the authors, would claim that an innovation like
zero-base budgeting, which was confined to a single department for a
single year, can be conclusively evaluated on the basis of this experience
alone. Since this was the only experiment of its kind, however, it seems
desirable to attempt at least a tentative appraisal. The first conclusion
would be that comprehensive budgeting vastly overestimates man’s lim-
ited ability to calculate and grossly underestimates the importance of
political and technological constraints. The required calculations could
not be made and would not have led .to-substantial changes. As a result,
a great deal of effort went into zero-base budgeting with few specific
changes attributable to this costly method.!®

Had much more time been available, it might have been possible for
the department to develop work-load measures for more programs. With
more time an« experience, the initial confusion might also have been
overcome; but the basic problem of the zero-base budget still would not
have been solved. In order to compare activities on a department-wide
basis under a zero-base budget, the top officials would have had to de-
velop categories cutting across agency programs, together with methods

“of relatifig their"€68ts and befiéfits. Present methods of calculation ‘are

not equal to this task.

Failure to consider the contributions of the existing budgetary process
toward calculation distorts the magnitude of the problem. New pro-
grams and substantial increases and decreases in old programs do re-

- ceive close attention. The political system opens up subjects to special

scrutiny as interest groups, politicians, or bureaucrats, demand an inves-
tigation. What escapes scrutiny is not the whole but only certain parts,
which carry on much as before. The fact that certain activities do not
receive intensive scrutiny is hardly reason for repeating everything every
year. Indecd, we would argue that attempts to do everything are not
only self-defeating, they are inefficient in diverting resources from tasks
which can be managed and give promise of some results.

We advocate following an incremental approach, making use of the
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division of labor in government. Attention may be focused on those ac-
tivities which do not change much from year to year, since these are the
ones that may escape periodic review. Since they do not alter radically,
a thorough review every four of five years ought to be sufficient. Nor
need ary one organization do it all. Department budget offices, the bu-
reaus themselves, the Bureau of the Budget, and the House and Senate
appropriations subcommittees and their investigating staffs, might use
sampling techniques so that they review a few programs of this kind ev-
ery vear.2% The results could then be used to see if more activity was war-
ranted the next year. In this way a large part of the problem may be met
while adding a little to the burden of calculation for any one participant.

Narrowing, fragmenting, and dispersing these budgetary reviews has
considerable advantages from the viewpoint of encouraging experimen-
tation and innovation. Because no participant is overburdened, the most
thorough analysis is facilitated. More active participation by high-level
officials is encouraged because the material to be considered at a given
time is not overwhelming. As the knowledge and interest of top officials
is fed back down the line, the significance of the activity and the impor-
tance of those who engage in it is likely to be enhanced. If these reviews
can be freed from the peak periods of the formal budgetary cycle, the
absence of immediate deadlines may encourage speculation and experi-
mentation, while tle increased probability of hierarchical superiors hav-
ing time to listen would give promise that the efforts might lead to
tangible results. The variety of organizations involved should also lead to
consideration of a broad range of values and perspectives.

Although-it may be useful at times to compel alterations in customary

“modes of analysis, there are ‘possibilities other than comprehenswe

budgeting. One could move in the opposite direction and try a more
radical version of incremental budgeting.?! Instead of doing even a min-
imum amount of budgetir:g for programs that change little from year to
year, these programs might be neglected for several years and efforts of
the agency might be devored to only a few major programs at a time.
By shifting the emphasis every few years, it would be possible to direct
the agency’s efforts toward those programs that are undcrgoiné the
greatest amount of change and in which it is feasible to effect changes.

Attention would thur be directed at those parts of the agency’s budget

which promise the greatest results from intensive analysis.

NOTES

We would like to thank the many officials in the Department of Agri-
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culture whose generosity, time, and knowledge made this study possible.
Thanks are also due to Rufus Browning, Jesse Burkhead, Tom Blaisdell.
Richard Fenao, Irviny Fox, Frederick Mosher, Nelson Polsby, Allen
Schick, and Larry Wade for criticizing various drafts of the manuscript.
but we alone are responsible for the work presented here. The work was
done while the senior author was a research fellow at Resources for the
. Future in Washington, D.C. The term “agency” refers to bureaus and
" other sub-units in the Department of Agriculture.
*See Wildavsky, “Calculations” in The Politics of the Budgetary Process
' (Boston: Little, Rrown, 1964), ch. ii, pp. 6-62.
3See, for example, W. F. Willoughby, The Problem of a National Budget
(New York: D. Appleton, 1918); A. E. Buck, Public Budgeting (New York:
Harper, 1925): Commission on the Qrganization of the Executive
Branch of the Government, Budgeting and Accounting (Washington, D.C.:
U.S. Gov't. Printing Office. 1949); Jesse Burkhead, Government Budgeting
(New York: Wiley, 1936); Arthur Smithies, The Budgetary Process ini the
United States (New York: McGraw-Hill, 1955); and Edward A. Kolod-
ziez, “Congressional Responsibility for the Common Defense: The Mon-
ey Problem.” The Western Political Quarterly, 16 (March 1963), p.
149-160. .
*Cuoted with evident approval by A. E. Buck in The Budget in
Governments of Today (New York: Macmillan, 1934), p. 172.
“Some Shortcomings of Presert Budgetary Practice.” Toward Better
Budgeting (Detroit: Governmental Research Association, 1941), p. 6.
50p. Cit.. p. 16. .
“U. S. Senate. Committee on Government Operations, Subcommittee on
National. Policy..Machinery.. Hearings Organizing for-Natioral ~Seeurity: ~The----—-
Budget and the Policy Process, 87th Congress, 1st. Session, 1961, p. 1107.
¥David Braybrooke and Charles E. Lindbloms, 4 Strategy of Deciston (New
York: The Free Press, 1963); also Lindblom’s *“Decision-Making in Tax-
ation and Expenditure,” in Public Finances: Needs, Sources, Utilization (Prince-
ton: National Bureau of Economic Research, 1961), pp. 295-336.
“Sce Patricia L. Kendall and Katherine M. Wolf, “The Two Purposes of
Deviant Case Analyses,” in P. F. Lazarsfeld and Morris Rosenberg, The
Language of Social Research (Glencoe, Ill.: The Free Press, 1955), pp.
167-170. For excellent examples of the insight to be derived from an
unusual case, see Herbert A. %imon, *“Birth 3f an’ Organization: The
Economic Cooperation Administration,” Public Administration Revicw, 13
{1933). 227-236, and S. M. Lipset, M. A Trow. and J. S. Coleman,
Union Demr)mzq (Glencoe, Ill.: The Free Press, 1956).
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Thomas Flinn, Governor Freeman and the Minnesota Budget, Inter-University
Case Program. No. 60 (University of Alabama, 1961).

1t should be clearly understood that this approach was being tried
only at the Department of Agriculture and not in the Budget Bureau or
Congress. As the “Instructions” pointed out, "Since it is anticipated that
the Department Estimates for 1964 will be submitted to the Budget Bu-
reau in accordance with existing . . . instructions, the justifications . .
will be primarily in terms of changes from 1963.” Thus a list of “In-
creases and Decreases, 1964, Compared with Latest Estimate, 1963,”
was also requested of each agency.

2 An official at the department level writes that this “sentence . . . ap
pears to . . . contain an erroneous conclusion. As the author ol the sux
tence referred to, I can clearly recall that at the time we very explicu

_rejected the proposition that zero-base budgeting as such necessaiily >

_.tue of a change in the technique of presenting the budget, and thar the

;

to take place without regard to over-all limitations on financial

sources. I felt then, and still feel, that the ‘ceiling’ technique and zere-
base budget development and justification are logically compatibic. As
the article points out, the zero-base budget approach that was used in-
volved not only the question of whether or not work should be done but
ajs-» the amount of work proposed and the price tags. Each of these as-
nects is logically a variable but can be adjusted within a program or be-
tween programs in the light of over-all available 1esources. The reaton
the sentence was included in the instruciions (and in a sense it was su-
perfluous) was merely to make it very explicit to the agencies that we
were not making the assumption that the budget- -decision making sys-
tem would suddenly tolerate all ‘justifiable’ expenditures merely by vir-

Secretary in fact had an over-all objective that he wished to attain with
respect to the department as a whole. The sentence, of course, was not
intended to mean, and did not mean, that the objective appllcd to cach
individual program and activity separately.”

WThe secretary and his staff, the six assistant secretaries and their staff
assistants, and the Director of Budget and Finance and his staff.

1%ee the statement to this effect by the late William A. Jump, a noted
budget officer in the Department of ‘\gnculturc quoted in Wildavsky,
op. cit., pp. 23-24.

lagy! llda\'sk) “Deciding How Much to Ask For,” in up. cit. pp. 21-31.
Despite our stress on the political aspects of budgeting, more than one
official wrote: “Greater ‘'emphasis perhaps could also have been placed
on the importance of the political imperative on the budgetary process.
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At the point that budgeting begins, i.e., gathering of base information.
there is often only meager guidance on economic and other assumptions

. on which to base estimates which are compatible with sound practices.
-~ This guidance consists of admonitions to be economy-minded—guidance

which may become meaningless if interest in program emphasis sudden-
ly increases.” '
15Sce Robert K. Merton, “Manifest and Latent Functions,” in Sucial
Theory and Social Structure (Glencoe, Ill.: The Free Press, 1957), pp.
19-84. We have avoided use of Merton’s “manifest and latent function™
because functional analysis has some inappropriate implications for this
paper. o
"The reassurance function of the zero-base budget is clear from two
quotations. A newcomer said:
“Coming into a big department like this you need landmarks on
which to justify your own opinions of the budget. This is difficult
when the budget this year is based on last year which is based on the
year before. You sometimes had the feeling that they were building it
like a sort of poor skyscraper, piling on more and more steel, without
knowing where the building was headed. [After the zero-base budget)
you had the feeling that you understood the programs better . . . and
had more confidence in the value of the services being performed.”
An old-timer in the department confirmed this view and gave it a spe-
cial twist in terms of the functions perfo::med for the agencies:
“When new administrators come in, they see things they didn’t know
the Department of Agriculture was doing. They figure this is just the
top of the iceberg and get worried. If you take the whole iceberg out

--of the-water-and -drop-it-on-their-desks;-and" they'r¢ too overwhelmed-

to look at it, they don’t have an excusc to nag you anymore. This is
the major benefit from the agency point of view: to the extent that
their superiors looked at the stuff they were reassured; to the extent
they didn’t, they no longer have an excuse to nag them [the agencies].”
®Elton Mayo, The Social Problems of an Industrial Civilization (Cambridge:
Graduate School of Business Administration, Harvard University, 1945):
Fritz Rocthlisberger, Management and Morale (Cambridge: Harvard,
1941). : :
¥If one makes the conservative estimate that at least 1,000 admin-
istrators above the level of clerk-typist and messenger were involved in
bringing together parts of the zero-base budget throughout the Depart-
ment of Agriculture and its many field offices, and that they spent an
average of thirty hours a week for six wecks preparing the data. above
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and beyond their usual budgetary work, then at least 180,000 man-
hours may be charged directly to this activity. With the generous esti-
mate that $200,000 worth of changes (without going into their desir-
ability) can be attributed to the zero-base budget, it appears that the
government achieved a return of something more than one dollar per hour
(leaving out the cost of facilities, paper, clerical help, and depreciation
of human talent). Nor do we know what these officials missed in terms
.of opportunities foregone during the time they worked on the zero-base
budgzt. The point is not that-the reader should place too much credence

_in these estimates (respondents differ as to whether we are too high or
too low) but rather that according to any reasonable estimate the return
to the government would be very small. Had anything like the same
amount of effort been devoted to studies of filing, the low of paper, or
similar operations, much greater returns might have been achicved.
Since half of these men were not usually involved in budgeting, however,
there might well have been important intangible benefits that we have
not taken into account. :

One respondent went further and wrote: “The author might find it
advisable or worthwhile to really set about analyzing the present cost of
budget prep... ation and justification throughout its entire process. While
this is an important activity, there is little written evidence as [to] the
resources going into the preparation and justification of agency budgets
within the Department, the Bureau of the Budget, and the Congress of
the United States. A careful analysis might reveal that possible shorter
steps or involvement by fewer people would be in order.”

20«[t has been my experience during 27 years of government employ-
TTTTUmeRt, " an o ficidl Writes, “that what you propose is frequently and regu-

larly taking place in Department budget offices and in the bureaus . . .

whether or not [it is] recognized and with little publicity.”

21See Wildavsky, “Toward a Radical Incrementalism: A Proposal to

Aid Congress in Reform of the Budgetary Process” (Mimeo, 1965).
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Zero-Base Budgeting in New Mexico

by John D. LaFaver®

THE LEGISLATIVE FINANCE coMMUTTEE (LFQ),
a permanent, joint, interim commitiee of the
New Mexico Legislatre, is mandated by
statute to annually submit an independent
state budget recommendation o the Legis-
lature,  (The connmintee’s  first  legistative
budget was presented in 1970)) In fulilling
this mandace, the gommitee begins public
hearings in late September which continne to
early December, Approximately 200 hours of
hearings are held during this period. The re-
sulting budget, embodying recommendations
for funding all state agencies .and . public
schools, is then submitted to the Legislature
in Januury.

EARLY BUDGET PROBLEMS

The committee and its staff, after the initial
budget presentation.in 1970, were dissatisfied
with the appropriating-budgeting process in
several respects,

1. There was little emphasis placed on activ-
ities or programs previously funded. Most ef-
fort was expended in analyzing requests for
additional appropriations,

2. Liule information was availuble con-
cerning the public services to be provided with
given appropriations,

appropriation in the amount requested, If
meaningfnl aliernatives are not presented to
the Legislature, that body is handicapped in
making rational appropriations.

5. When appropristions were less than re-
quests, ad when the Legislatree failed 10 ex.
press its intent as to what programs or projeets
were included within appropriations, agencies
often made the same requests year after year—
even though legislative staff, at least, thonght
the requests had been funded. Agencies also
sought and received federal funding for proj-
ects funded from the state general fund,

THE EARLY ZERO-BASE BUDGETING

In an attempt to address sonie of these con-
cerns, the LFC requested 10 executive agencies
1o justify their programs and budgét requests
to the 1971 Legislature as though they were
requesting an appropriation for the first time.
Because -of this “starting-frotn.scratch” ap-
proach, the concept was labeled *“zero-base”
budgeting.

The selected agencies represented a rela.
tively insignificant portion of state govern-
ment. (Appropriation to these agetcies consti-
tuted about I percent of the tota] state general
fund appropriation.) The agencies were not

3771R most insiancds] Iegistative conimitices
exerted little effort in clarifying their intene of
how money shonld be spentand what perform.
ance resnlts would be anticipated.

4. The systcm failed to elicit funding aleer-
matives and prioritics from agencies. For a
varicty of reasons, agencies seldom receive an

*Mr, LaFaver is 2 senior staff member of the Legislative
Finance Commiinee in New Mexico. The views expreseed
are My, LaFaver’s and are not necessarily those of the
Legislative Finance Committee,
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sclected randomly. “Those chosen were gener-
ally ‘controversial and thought to be in nced
of thorongh scrutiny,

The LFC recommended the abolishment of
three of the 10 agencies: the programs of two
were recommended to be snbstantially restruc-
tured; and the renaining five received “busi.
ness as usual™ analyses and recommendations,

The recommendations for abolishing the
three agencies met with difficulty in the firse

legislative session ol a new administration,
v —;
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CThe inclinaion wis to give a newly clected
Guovernor  the opportunity to improve per
lormance records. However, one ageney wis

abolished and . another substantially reorga’

nized. .

While the initial effort was butia small and
shaky first step at budget reform, several ink
portant lessons were learned.

1. ltsimply was not reasonable to expect an
agency to routinely furnish information that
might result in a lower appropriation—~no nat-
ter what the justification might be.

2. Since the State’s fiscal outlook was opti-
mistic, there was little impetus to cut budgets
or eliminate marginal programs. Thus, a bud.
get system desigued to locate duplication and
thus reduce budgets was out of phase in a pe-
riod of increasing revenues.

3, The best committee analyses were often
of agencies making the least esfort in their bud.
ge presentations. When agencies often failed
to address the critical issues-of their programs,
the LFC and its staff attemptsd to define and
research the issues. An independent research
staff was essential,

4. Several agencies not submitting zero-base
budgets were recommended to be significantly
restructured as a resule of “routine’ analyses.
Of course, analysts applying a “starting-from-
scratch™ approach to a few sclected agencies
found it difficult to turn that approach off
when analyzing other agencics. The, resultant
change in viewpoint led 1o the challenging of
several obsolete, hut heretofore unquestioned,
programs. The Legislature accepted many of
these recominendations,

While the committee's initial experiment
at budget innovation had only nominal impact
on the appropriating process during the 1971
Legislature, the LFC determined to continue
its efforts. What eventvally evolved was a
comproniise between a “comprehensive’ and
an “incremental” budget request (i.e., between
a “starting-from-scratch™ budget and taking
last year's budget for granted).

Essential to the new zero-base approach was
the “level of effurt” concept by which agency
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managers would denail what could and could
not be accowplished at several hunding levels.
‘I'he budget, which would interface to the cus
tomary line-item format (which the executive
budget division continued to require), would
be presented in “decision packages.” These
packages wete determined by, first, separating
cach agency into several quasi-independent
units that could be readily identified and
analyzed and, sccond, establishing several
levels of effort for cach unit. The'levels sug
gested were 70 percent of current budget, 95-
100 percent of current budget, and scparate
units for ench major request above current
budget. The manager would state for cich
funding level what parfarmanee tevels coukl
be expected. Major requests for new funding
that involved several units within a depare
ment (eg. a general personnel upgrading)
would be set out as separate decision packages.
All decision packages then would compete
against eacl other and would finally be ranked
in vriority order. In effect, an ageney's legis-
lative budget request was a “shoppiug Hst"
that the Legislature could fund atits diseretion
based, hopelully, on certain performance cri-
teria as well as dollars available.

Sixteen agencies were requested to submit
their budget requests on the new zero-base
format. Several larger agencies were chosen,
but the appropriation to those selected still
represented only about 4 percent of the toial
state general fund appropriation.

T'he effort in preparing for the 1972 Legis
lature represented a departure from the previ-
ous effort in several respects.

1. In wrning away from a “starting-from-
scratch' or compreliensive budget'r
LFC realized that abolishinent of an ageney,
no matter what its performance record might
be. is always difficult and usuatly impossible.

2. A budger addressed to justifying an
agency's existence does not exainine the criti-
cal issue facing a finance comniittee—~that of
hosw much should be allocated. Particnlarly in
the large agencies, there is no real question but
that the agencies will continue to operate. The
cuiestion is, At what level?”

3. 1a allocating significant portions of staff
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e e basat desezoraud 1o cdincanme asens
persanniel it rhe nse ot the new b, the o
wittee belicved that the dzendies, to some de-
gree, conld analyze themselves—thus, muking
LYC stafl time more productive.

4. The need for substantially more program
performance infonation uecessitated the in.
volvement of significantly more agency person-
nel. No longer could the budget be the myste-
rious product of the accounting section.

The LFC. while realizing that the product
conld be improved, was optimistic in its 1972
presentition. The fegislative budger stued,
“When the 2cro-base budurt is well pregared,
it provides the Peesbivre with an excellent
Diaasis foog meakin }h-lin s jud saneits, The Gane

“unttee s comvined thar seroase hadgeting

is feinible given competent administration
withm sate guencies conpled with w willing-
ness to andertale s new approach. Consersely,
the techuigque quickly indicdtes lhusc agencies
where these qualities are lacking

Afier the 1972 sewion, the 1FC sponsored a
juint meenng with the sianding fimance com.
s o evaluate the unpace and deteomine
the futare of zero base. 'he view which
emerged was that the systemn should be con-
timted and  expanded. Finance committee
members expressed the need for mote and bet-
ter financial infornation based on services to
be purchased.

THE 1973 EFFORT

Sume 35 agencies were requested to submit
reto base budgets prior 10 the 1973 Legise
latise. Fhose represented 2 significant ine
crease e stne fonding from presious years.
{Twal expenditures of the 35 accaanted for
just over 40 percent of tonl suite expense, in-
cloding tederal and carmarhed funds) The
orgor grexs oot induaded i the etfort were
Iizher educations (23 percent of state spending)
amd pabriie schonds (26 percent of suite fund.
i) 1 he wigmbicanst incease in the inuber
ained v of dzencies participating placed a tre-
wiendins bad on commnoee sl

Fhe format was significendy alteted from
vhat of 1972, with the aim of redncing the nar.
tative nl inccasing the sohmoe of goantia-

89

tse petfornnne infonmation. The revised
fonman v inal o mote suphisticated fand
more. wonplen) process for determining the
Jevels of cfiort. Some  tenminology  was
changed. But the end tesult—that of presenting
the Legiskuure with alternative funding levels
tial to perfornunce commitments—was un-
‘hanged.

The new system was explained 1o a joint
meeting ot the standing finance commirees
just prior 1o the session and enthusiasm was
expressed for tying performance commitments
to dollars appropriated. While the commitees
bad same difliculty in fully utilizing the new
ssstent mucler the press of business, signiicant
MIPPRA L Was appuient. A joint memoiial was
wanimonsty passed which called for the im.
plettientation of an exceutive zero-base budget
fur presentation to the 1974 Legislature,

RIECENT MODIFICATIONS

In preparing for the 1974 Legislature, the
ley islative and exccutive budgert staffs agreed
toa single budget fnrm:u--xhus LIHHHIJXIHL the
dual agency prosentations of previons years,
As a result, agency workload in budget prepa-
ration was reduced, and the debate of signifi-
amt budget issues was sharpened.

The siew fornat continued to incorporate
a tnodified “level of effort” concept. The major
modification was the abandontment of the level
of effurt below the present base. “Thus, a rigidly
defined base was the fust level of effort and
expansion itemns only were ranked in priority
onler. Perfonmuance commitments continned
to be required of cach level of effort inelnding
the base. While the new format did not require
agency petforunce commitments at lower
than the base level, some analyses concluded
that base level petfonmance  commitments
could, in effect, be accomplished at lower cost
than requested,

While it night be agoed thae the 1974
maodification was 1 fhusther siep away from
true seto-hase tnalysis, the step was taken pri-
miarily in response to the State’s fiscal sitna.
tinn. Some were predicting a surplus as high
as S100 million or neamly 30 percent of the
present general fund budget. With sach opti.
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pustic fotecaas, it was obvions that the
decisnt tatese Jor most budeets wonld be be.
tneen 1 1ad 120 parcent of present appropri-
ations. T, thete seemed to be litlde point in
(lc\-clopin-_' a 70 percent budget. In foture
sears, the decision range should be altered an-
mually depending on projected revenoes,
Since it was obvioos rhat appropriations to
most agencies wonld increase significantly, ob-
taining higher petformance commiunents was
extremely important, Whether meaningful
conmmitmiennts were indeed made, of course,
rentins 10 be seen. Complicating the marter.is
the fact that a new admististration will 1ake

othce prior o the nest legiststive sewsion, and
cotmmitments wade by outzaing adminivae
tors nay tetnd to get lost in the shutlle, An nne
pottant job of the Legblature and iis aalf
should be to insure that new executive nun-
agers are aware that cerrain commistients
have been made and will be monitored, At the
satne time, 2 new executive should be given
flexibility to seek new directions and rearder
old priorities.

EVALUATION OF THE CONCEPT

Because program managers ate likely 10
judge a new budgeting system by the increased
appropriation received and legislators and staff
usually evalnate on the opposite basis, no con-
sensus is likely on the success of zero-hase in
New Mexico. Even though appropriatians
have increased significandy since the inception
of zero-bane, legislators contimie to support
budget insovation. However, agency managers
often feek nncomfortable with such close legis-
lative wernting. ’

States comsidering innovative techniques in
budgeting: particularly where the Legishiture
is providing the impets in denandiz g change
_.should expect to face sone of the same prob.
lewns ficed in New Mexico, The problan areas

presemed below are compiled from agency
nitigues and stalf obawrvations with the i of
climinanng  the  plowing  of already titled
grownd in other States.

1. Agency preparation of o budget docu-
ments (one for the Tegisjature and one fur the
execntive’ should be avoided if possible.
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2. The parrtime nmnre of most Leuista-
e, iy well as the timover in fimance conr
unnees, frustrate eflorts at edueating the Liw-
wakers in the need for budget reform. Even
the most conscientions members of standing
finance conunittees have little time to nnder-,
stand the subtletics of a new budgeiing system
under the press of business. Often the most
that can be hoped for is for the legistators to
utilize available staff expertise. However, in
30- ar 60-day legislarive sessions as New Mexico
has, titne often does not permie the debare of
even major budgzet issuces. ’

3. A competent budget presentarfon ofien
raises none isnes than are answered. Tris not
reasmmable to expect a st of fors o crable
an ageney to amalyze el o the satisfaction
of a critical analvst. As such, siznificant por-
tions of time need to be reserved Tor indepen-
dent examisation. New forns usually inerease
yather than reduce the need for such analysis.

4. Zero-base  budgeting will not  deter
agencies frum including unjustifiable cost in-
creases in the decision package costing. ‘The
elimination of these pads ‘through ledislative
serntiny offers the agency the excuse thi per-
formance commitments no longer are applica-
ble because the appropriation regnest was
altered.

5. Historic cost and performince data are
seldom available by the decision nnit. As such,
estimates nsually muse be used with the under-
sl:m(h"ng that pertinent data will begin to be
compiled for future tse.

6. The idea of 2 70 percent initial funding
level is threatenityg ro many agency personnel.
‘Theréis a feeling that to even snbmir a cost
figure on such 2 1edneed operation encoutages
cuislansre o reduce an appropriation,

7. Small  (under  $200,000  expenditure),
highly speciatized agencies with very specific
satutory mandates are seldom good candidates
for a level af effors approach, However, even
these agencies should be able 1o make certiin

perfornance commiunents.

8. Agencies may attempt 1o manipulate pri-
ority listings by ranking popualar items lower
than irems that otherwise would have litle
chance of funding, ‘Fhis “stalking-horse™ ap-
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proach netessitates the abenation of priorities
dann fegisharive budset review whidh deads
to agency comnplaints that their priotiries are
ignored.

9. Bodget preparation time needs to be sob.
stantially lengthened during the implementa-
tion of a new system. The three months al.
lowed in New Mexico was felt inadequate.

10. Agencies operating with several sources

-of earmarked funds (usvally federal grants),

find it difficult to rank program priorities.
Federal grants reguiring little or no state par-
ticipation are difficult to refose no matter what
their purpme,

11, Proprictory _gencies (thuse that earn
operating income) fiml the kevel of effore ap-
prazch dithicult to apply to their operation.
Funcrious such as university food services or
prison industries, iy ot subsidized, base their
operating level sulely on demand for their
pruduct. This demand is expressed throogh
direet payment for services rendered rather
than thiough the indirect process of taxation
and appropriation, However, most agencies
npvl:ﬂing on “eatmarhed” revennes are not
proprictory and can cffectively utilize the zero-
base approarh.

12. Without & great deal of care, perform:
ance measures often show how bisy people are
rather than the cost-benefit of their activity.

13. Zero base makes the decision process
more explicit and open 1o scrutiny. Some
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asciies wall see this opetiness as a thieat to
tanozer tesibiling, while others view it as a
valuable managerial wol.

H. The involvement of program managers
in the buddget preparation process is one of the
significant strengths of zero-base budgeting.
The consunction of a budget is 1oo immportant
to be'left to agency accountants.

15. The involvement of legislative staff in
assisting executive agencies with budget in.
novation risks compromising an independent
analysis of executive propdsils. However, the
choice may be whether to have innovation or
not.

CONCLUSION

The improvements to New Mexico state
government occasioned by zero-base budgeting
are neither as great as originally anticipated
nor as winimal as detractors would claim. The
concept that a previous funding level does not,
initself, justify future funding is not yet totally
accepted. Several years of accelerating in-
creases in 1ax revenues have scarcely encoure
aged a critical analysis of current spending
fevels,

However, without a budget system that con-
tinually forces the reevaluation of program
performance, there is linle incentive for gov-
ernmental agencies to cither improve their
operation or cconomize in the use of public
fonds.
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ZERO-BASED BUDGETING:
MODEST P
PROPOSAL
FOR REFORM

Michael-H. Granof & Dale A. Kinzel

Zero-Based Budgeting ("ZB8B"") is here. It is a new budgéting technique that is applicable
to both private and pubdlic sectors. Its proponents see it as.a technique that will fulfill the
promises of budgetary reform: cynics see it as nothing more than a pale ghost of Program-
Planning-and-Budgeting Systems (PPBS). unlikely to raise public administrators from the
doldrums of traditional, object-classification budgetary systems. To other observers, in-
cluding these writers, Zero-Based Budgeting represents a sensibie, though certainly not
revolutionary, aid to financial decision-making. If instituted prudently. it can encourage
more comprehensive and meaningful budgetary analysis than is characteristic of conven-
tional budgetary procedures. i

ZBB was first utilized — or at least reported upon — by private industry. Texas
Instruments applied the technique in 1970 to develop its staff and research budgets and in
1971 extended its use to include all non-manufacturing budgets.! The State of Georgia has
implemented Zero-Based Budgeting on a full scale, and Texas is currently pushing ahead
with plans to be completely **on line’* with the technique by 1976. New Mexico, Hlinois,and
the City of Honolulu are also experimenting with ZBB. Significantly from the point of view
of Federal accountants, Senate Bill 40, sponsored by Senator Bill Brock (Rep. —Tennes- -
sce). specifically requires all major Federal spending programs to be evaluated at leastonce - .
every three years from a zero base.?

' Pyhrr. Peter A. Zero-Base Budgeting. (New York: John Wiley and Sons). p. ix. 1973,
1 Simonetti. Gilbert Jr. “Federal Budget Reform: Congress Reasserts ltself.”” The Journal of Acconnting

(November. 1973). p. 34.

Michael H. Granof is Assistunt Professor of Accounting at The University of Texas. He received an AB degree
from Hamilton College, an MBA trom Columbia University and a Ph.D. from The University of Michigan. Heisa
CPA and 2 member of the AICPA . American Accounting Association and the FGAA of Anstin. He has published
previously in the Federal Accountant and is the author of 2 book How 10 Cost Your Labor Contracit.

Dale A. Kinzel has completed his course workforaPh.D.in Rusiness Administration program at The University of

Teaasat Austinandis presently workingon his dissertation. He hasthree years experience with the State of Texas.

Priof to wurking with the State of Texas. he terved asa Consultant with Booz. Allen & Hamilton in Washington.
D.C. for two years. Mr. Kinzel's experience also included seven years as an officer in the U.S. Navy.
Mr. Kinzel received his B.S. in Business Administratiun from Ohio State University in 1962, and his M.B.A. from

Ainerican University in 1969,
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The objectives of this article are to describe Zero-Based Budgeting, to set forth its
advantages and limitations, to compare it with PPBS, and to identify hazards to be avoided
when implementing ZBB.

De..\cripliun of Zero-Based Budgeting

Zero-Based Budgeting is a system whereby each governmental program, regardless of
whether it is a new or existing program. must be justified in its entirety cach time a new
budget is formulated.! Z BB requires that each governmental activity be described in terms
of **decision.packages.”” The decision packages must contatn sufficient -information to
enable budget officers to evaluate the merits of an activity and to compare and rank it with
competing proposals. They would focus both on different ways of performing the sime.—___
activity and on alternative levels Of effort that could be exerted in performing an activity.

A manager must take two steps with respect toceach activity. First. he must identify
*mutally exclusive™ alternative methods of performing the minimum level of an activity.
Second, after a particular minimum level alternative method is selected. he must prepare
**incremental®” decision packages that indicate costs and benefits associated with additional
levels of effort (i.e., funding) that might be exerted in c.xrrymg out the activity at levels
above the minimum level

For cmmple suppose that the Air Quahtv Control Board of a givern state is considering
how best to take and analyze samples of air in order to identify the level of air pollution.
Assume that the Bouard has decided that the minimum number of samples to be tested
are 37,300. (This would include semples from the major urban areas only, a total of 70% of
the state’s population.) The Board might identify the following * mumllyc‘cluslve alterna-
(th: methods of performing this activity:

. Contract sample analysis work to the state university. Cost would be $6 per s.xmple—-
a total cost of $223.800 for analyzing 37.300 samples.
2. Conduct sample analysis work entirely in regional locations. Cost would be a (oml of
. $506,000 the first year and $385,000in subsequent years. Specialized cquipment would
be purchased in the first year for several locations if the presently used central lab is
discontinued.
3. Conduct sample analysis work in central Iab for specuahzcd pollutants only, and set up

regional Jubs to reduce sample mailing costs. Cost would be a total of $305,000 for

.malynnv 37.300 s.xmples
. Useacentral labin one city to conduct all sample (esuna and analysis. Cost wouldbea
total of $140,000.

The Air Quality Control Bourd would identify detailed information pertaining to the
anticipated costs. advantages, and disadvantages of each of the four alternative methods,
and then would decide on the most cost-effective inethod. The Board would then prepare
“incremental’” decision packnges above the minimum level for the alternative method
selected. Assume, for example, the Board decided that alternative #4 —use of a central lab
— was preferable. Alternative levels of funding above .the minimum level of analyzing
37.300 samples would, of course. result in greater benefits to the state:

LEVEL2: Foranadditional $61.000 Board could analyze an additional 17,700 samples,
thereby deterniining uir quality for 5 additional problem urban areas and 8 other counties
chosen on the basis of worst pollution (covering 80% of the population). Total funding

'Pyhrr, op cit. p. 2.
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would be $201.000 (5140000 + $61.000) for this level, resulting in 55.000 (37.300 + 17.700)
samples analyzed.

LEVEL 3: For an additional $45.000 the Board could analyze an additional "0 000
sumples. therkby determining air quality for 905+ of-the population. and leaving only rural
areas unsampled. Total funding for this level would be $246.000 ($140,000 + $61.000 +
$45.000) resulting in 75.000 (37.300 + 17,700 + 20,000) analyzed.

The Air Quality Control Board would have to provide comprehensive information on the
costs and benefits associated with each level of effort. The information provided should. of
course. be as quantitative and specific as is feasible. On the basis. of the decision packages,
state budget officers should be able to select the level of funding that is most consnstent with
the overall objectives of, and resources available to the state.

Ordinarily. the minimum level of effort for which data must be compiled would be one
that would not completely achieve the objectives of the activity. but which would neverthe-
less contain its essential elements. In the case of the AirQuality laboratory. for example, the
minimum level of funding indicated provides for a laboratory with a staff of five — the
minimum number of required personnel to take even a few sumples on a continuous basis.
Reductions in funding below that level would not result in reduced samples tested in
propertion 10 decreased laboratory staff, but would render the entire sample-testing pro-
gram inoperable. As a general rule, the minimum level of effort is lhat level below thCh
the activity ceases to operate.

In addition to indicating the costs and benefits associated with the method selected in the

decision package.” managers would also have to describe the consequences of not
performing the activity. Moreover. the **decision packages'’ should include measures of
performance that could be used to evaluate the activity, in order to determine the degree
that the activity objectives will be auained.

The information provided in the decision packages should be as comprehensive as
possible and must clearly spel} out operational goals. Whenever feasible, benefits and costs
(in addition to direct dollar costs) should be expressed quantitatively. The decision pack-
ages, taken by themselves, should enable a budget officer to compare and rank the decision
packages in a manner that will ensure the greatest possible incremental benefits autributable

.to an expenditure.

Although Zero-Based Budgeting can be superimposed upon the tradmonal object-

classification system of budgeting. it is more readily adaptable.to a system that.is program=~ ... .. ..

oriented. Decision packages are by their very nature oriented toward governmental ac-

tivities rather than specific budgetary line items. They require that the benefits associated

with particular expenditures be identified in terms of progress toward the realization of

goals. The budget officer would ordinarily decide whetherto accept or reject a discrete level

of effort — not whether to add funds to salary. maintenance, or equipment or other object'.
classification accounts.

Advantages off £BB

ZBB requires thata budget officer be presented not only with several alternative methods
of accomplishing the same objective, but with discrete levels of funding that are feasible. In
traditional budgetary systems. the budgetary officer may be presented with alternative
means of accomplishing a desired goal, but he seldom is given information on the specific
benefits that will be sacrificed if funds are assigned at a level lower than that rcquestcd The

" ‘benefits associated with many activities can be viewed as a step funcuon At givenlevels of
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expenditures, additional funds will result in but few additional benefits: at certain critical
points, however, added funds will result in substantial benefits. Similarly. there are levelsat
whicha budget can be cut with relatively little sacrifice. There are other leve)sat which even
smal cuts may result in dramatic declines in service. )

In the example of the Air Quality laboratory cited earlier, for instance, an expenditure of
$140,000 would have enabled the state to sample the air breathed by 70% of the population.
Anadditional expenditure of $61.000 (a total of $201,000) would have increased the coverage
1o §0S% of the population. However, a reduction in expenditures by the same amount (to
$79.000) may have scutiled the entire program and reduced coverage to near zero. ZBB
focuses on the incremental benefits to be gained or lost by changes in the level of funding. It
enubles administrators to make sensible budget adjustments and avoid situations in.which
small cost reductions result in disproportionate reductions in benefits.

ZBB is management-oriented. 1t combines planning, budgeting, and operational
decision-makinginto a single process. 1t requires managers to quantify both the anticipated
costs and the benefits associated with an activity, and thereby automatically provides the
measures by which the activity can be subsequently evaluated. Because it is " piogram’™
criented, it expedites the identification — and as a consequence. the elimination — of
duplicate activities and programs.

Perhaps most significantly, ZBB facilitates budgetary reductions as well as increases.
Z BB requires that each major activity be justified “*from the ground up,™ and provides that
the benefits ascribed 10 each subsequent discrete level of funding be explicitly spelled out.
The decision maker is thereby furnished the information necessary to make a determination
as to whether funding at a current level is still justified or whether greater overall incremen-
tal benefits to the organization can be obtained by cutting back funds from one activity and
adding them to another.

#B8B and PPBS

ZBB is markedly similar to Program-Plannizig-and-Budgeting Systems (PPBS). v?.olh
ZBB and PPBS require that budgetary decisions be made on the basis of prograirs or

activities, rather than object-classifications. They both emphasize incremental changesin

costs and benefits that will result from budgetary decision.and both demand that benefits be
guantified. Both systems ordinarily provide the data necessary to make 1se of sophisticated
mathematical decision techniques, such as linear programming and probability analysis.

There are. however, significant distinctions between the two. ZBB, unlike PPBS, focuses
on discrete units of both input and output. It specifically requires that each activity be
separated into discrete decision packages that the chief budget officer is able to accept,
reject, and rank in order of priority. He is automatically provided with the information
necessary 1o enable him to see the consequences of a change from cither current or
recommended levels of funding. Moreover. ZBB specifically requires that all activities be
reviewed in their entirety each budget cycle. Although there is nothing inherent in PPBS
that requires duplicate budgets to be submitted. in many organizations in which PPBS was
adopted. budgetary units were required to file two budget requests —2a lineitemrequestand
a program budget request. ZBB can readily be superimposed on line item budget systems

wnd only a'single budget request should have to be made. In Texas. for example, agencies -

will be required to submit one budget only.
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Pitfalls 1o be Avoided

The obituaries of PPBS make it clear that its failure could be attributable not so much 1o
weaknesses inherent in the system — on the contrary, many of the essential elements of
PPBS ure both intuilively and practically sound — but rather to the manner in which it
wits introduced and implemented.* ZBB. like PPBS. has the potential to bring atout a
measure of reform to budgetary processes. but it will succeed in doing so only if the pitfalls
that prevented the promises of PPBS from being fulfilled can be avoiided.

One of the primary reasons for the alleged failure of PPBS to realize its full potential was
simply that too much was promised for it. PPBS was proffered asa “*revolutionary”” budget
system. one which would radically change financial decision-making in government. Obvi-
ously. it wits nota ““revolutionary”™ budget system, and at best. could be expected 10 result
in a modicum of financial reform. PPHBS often functioned as well as conld have been
anticipated. but it is unliKely that it greatly altered the distribution of available funds from
what would have occurred under conventional budgetary procedures. As a result, both
administrators and policy makers who may have hoped for dramatic changes quickly
became disillusioned with the new procedures. Those who were initially skeptical of the
new system readily became cynical toward it.

ZBB, like PPBS. will not be a panacea for the ills of government. It will formalize certain
“decision techniques, such as incremental analysis and cost-benefit analysis, and make
certain that explicit consideration is given to the potential for budgetary reductions. Such
techniques can, of course, be employed even in the absence of a formal Zero-Based
Budgeling system, and unqucstionably many administrators have long used such proce-
dures without being aware that the theoreticians had sanctified them with quasi-scientific
titles. But Zero-Based Budgeting will, at @ minimum, assure that they are routinely em-
ployed.

{f ZBBis to avoid the fate of PPBS, it musl be introduced with quiet perseverance rather
than trumpeted claims of a major fiscal breakthrough. In Texas, for example, there is
already evidence of both exaggerated claims by high officials and resulting cynical
‘negativism on the part of lower-level administrators and accountants. The lower echelon
personncl involved in the budgetary process have expressed (privately, of course) reserva-
tions as to whether the system will really work and resentment toward the lmpllc:mons,
however indirect, that previous procedurcs were ineffective.

Lack of Coourdination

The effectiveness of PPBS was diminished by the failure of many Organizational units to
integrate the analysis of fiscal policy issues with the actual bndgetary, accounting. and
reporting system. PPBS unquestionably resulted in a more comprehensive analysis of
spending decisions, but :uch analysis was never merged with the mainstream of budget
development. Allen Schick’ says of some Federal departments:

They went through the motions and submined the required documents. organized their
analytic stoffs, und fashioned program structures. Only ufter they perceived that the

* Harrill. £. Reece, **A Multi- Putpow Budgcnng and Accounting System I'or Governments.” Governmenal
...Finnuce {November..1972),.p. 21... .
* Schick. Allen. "*A Deathin e Rurc.mcr‘\cy The Dcmvsc of Federat PPB * Public Administration Review
_ (March/April. 1973) Volume 33. Number 2. p. 148,
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Budger Bureau itself was not conunitted 10 budger change did the departmenis cut their
losses. For all its preaching about an integrated plunning and budgeting system. the
Budyer Burean steadfastly hept the Two apart. quarantining its tiny PPB operations from
the powerful examinations and budgel review staffs, und pramulgating sepurate PPB und
budgel insiructivns.,

A budget implies a plan. Essential to any system of planning is the requirement of
subsequent evaluation. The accounting system must be designed so that it can generate data
by which the ultimate impact of budgetary decisions can be reviewed.. It makes little sense,
therefore, to make initial budgetary allocations to activity classifications if the accounting
system will generate data only on the basis of object-classifications. If the budgetary system
is to be on an activity basis. so too must the accounting system.

At the same time. ZBB will have little impact on ultimate allocation of funds if those who
make budgetary decisions are unwilling tu accept the new system and make use of the
information provided them. PPBS, for example, was viewed with suspicion by many
members of Key legislative committees in Congress, and apparently had little impact on
their decisions, So long as agency heads perceive thata new budgetary system will not have
an effect on U2 amount of funds their agency receives, they will come.to view the new
process as nothing more than an analytical exercise.

Zcro-Based Budgeting will becnme a long-lived instrument of financial administrations
only if it is implemented as an integrated system of analysis, planning and control. Zero-
Based Budgeting cannot be viewed as a once-a-year concern of administrators. The analysis
of spending decisions inust be coordinated with the political processes of budget adoption
and, equally important, accounting systems must be modified or even completely revamped

in order that account classifications coincide with budgetary classifications.

Top Down Approach B

Related to the probTem of coordination is that of involvement. PPBS was instituted at the
request of the executive branch. Agency administrators seldom saw the value of the
analysis that they were requited to perform. Zero-Based Budgeting will gain the acceptance
of the "*rank and-file’* administrators — on whom its success will ultimately depend —only
insofar as it is a uscable tool in their day-to-day operations. Zero-Basced Budgeting must be
accepled by administrators as a management {ool.

Fuailure 10 Make Organizational Changes

ZBB, like PPBS, is a program-oricnted system. A budgetary system (the term being used
in a broad sense to include the entire planning and control system) cannot be arbitrarily
superimposed upon an organizational structure. A budgetary system that cuts across
orpanization lines is unlikely to be a useful managerial tool for the persons in churge of the
various organizational units. Responsibility for costs and associated benefits must be
attributable to specific individuals, 1t would make little sense, for example, to create a
budgetary unit for dangerous drugs if the responsibility for administering the drug program
is scattered among numerous organizational units. The budgetary structure must bé con-
structed around the organizational structure; it cannot be the other wily around.

The early accomplishments of ZBB in the State of Georgia may be attributed lurgely to
organizational changes that were instituted concurrently with budgetary changes.Underthe
direction of Governor Carter, the responsibilities of state agencies was reassigned so that
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related activities — those that could be viewed as programs — were placed under common
cuntrol. .

In Texas, however, neither the executive nor the legislative brinches have expressed
willingness to institute significant organizational changes. Given their reluctance. the
hoped-for benefits from ZBB are unlikely to be achieved.

Summary

Zero-Based Budgeting is a management-oriented system that coinbines planning, budget-
ing. and operational decision-making into a single process. It is a management tonl that has
the potential to bring about o measure of reform to budgetary pracesses. It will succeed in
duingsoonly if the havards that gnsnared PPBS are avoided and it is clearly understnod that
the real benefits will be long-term and modest rather than sudden and dramatic.
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ZERO- BASE Ex:c;mvs DEPARTMENT

UFFICE DF PLANNING AND BUDGET ~ Budget Division

BUDGET SECTION
Procedures & F.Y. 1978 ZERD-BASE BUDGET INFORMATION
SuUBJECT

. A, BUDGET ACT PROVISIDNS, B8, CONCEPT AND PURPOSE,
|I‘Istl' uctlons C. MODIFICATIONS, D. SUBMISSIDN DATA
A. Budget Act Provisions
Coda Section 404 of Georgia Laws (Budget Act) provides for esti of fi ial needs to be submitted to

the Office of Planning snd Budgat (OPB) sach yesr by tha Head of sach Budget Unit by September 1.
The Budget Division of OPB has devsloped the Budget Py h for the estimation of F. Y. 1978 financial

- requirements by Stats Departments of Georgia State Government.

Considerabla work has gone into the revision of forms and procedures for the F, ', 1978 Zero-Base process.
The Governor feels that tha thanges will be useful to the Department as welil 23 to OPB, No stendard set of
forms can be devised which will meet everyone’s needs, OPB is prepared to review any form changes necessary,

B. _Concept and Putposs
The State of Georgia finds its budgeting responsibilities and needs best met by the budgetary process known
a8 “‘Zero-Base Budgeting,”

The concept of Zero-Base Budgeting is that all the financial requirements for a budget unit are justified snd
uulvz.d by decmon makers -nd not just the increased or edditional requirements. Managers are to assess

fits from ong , as well 83 needs for additional funds. The process identifies, to all levels

of mamg-mont. du coﬂ bandm and suggested opcrauonul levels associatsa to reach their objectives, The
0 are i d to the program managers before the preparation

of ma budpul begins.
The Zero-Bate Budget process begins by identifying prog in the organization where con dsta are mam
tained, Tha budget request for each program is developed in 8 series of “*Decision Pack . Each Decisi
Package rep the funding req! tto mpporl a particular tevel of the i Thc hm k
of a series of pack is developed at » Mi ive Level of operations for the fi i ional

levels of mon are Current Obwclm Level and lmprovemom Objective Levels. Ses instructions for definitions
of thess lavelx.

The ranking of Decisi k lated by each Acﬂvlry ger and submitted to higher 0
The final rankir.g is complatod at uu Dopanmom level. The ranking process offers saach manager the oppor-
tunity to expres; the objectives at different f g levels. Refinements and modifications to the systsm are

made from time to time, but the basic concept and | purpose of Zero-Bass remain intact.

C. _Modifications

Modifications have been made to the Zero-Bass Budget Preparation Systam and the more significant changes

are as follows:

~ 1. Thelevels of effort for each program were defined last year through 4 kinds of Decision Packages —

Minimum Level, Base Level, Workioad Level, and New or Improved. The F, Y. 1978 Budget
Development System will define the levels of affort as Minimum Objective Level, Current
Objective Level, and Improvement Objective Levels. This change will enable the department to
express each level of effort {decision package) in terms of a limited objective. The Major Objecti
for sach program was estabiished in the F. Y. 1977 Annual Operating Budget and should not
change much from year to yeesr. Each level of funding requested in F. v, 1978 will represent
a lavel of effort expressed in terms of a different limited objective for each mi
and improvement package. Any Workload, if needed, will be expressed in terms of mlintnmnea
of the current objective.

3

| DATE _Rev. 6/76 | ) [ucsl | LOPB-Budgul-Genoral
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ZERO-BASE [ocimve ceammieny e - it ion

BUDGET ) - I secmion

F.Y. 1978 ZERD-BASE BUDGETINfDRMA'I’IDN )

Procedures &
instructions C. MODIFICATIONS {Continusd}, D. SUBMISSIDN DATA

- 2. Each decision packsge requires {a) The Major Objective for m. pvogum decision pmkogo series,
{b) The leltnd Objective for a particular package, (c) The i of eff
and efficiency at a particular level.

D.__Submismion Dats
The forms to be used in the F. Y. 1978 Budget Preparstion are listed as follows:

0OPB - Budget - 30 Decision Package —~ Minimum Objective Level
OPB - Budget - 31 Decision Package — Current Objective Level

OPB - Budget - 32 Decision Package — Improvement Objective Level
OPS - Budget - 40 Schedule of Rents

OPB : Budget - 41

Cohadul

Schedule of Motor Vohido Equlpmom Purchases
of E

OPB - Budget - 42

OPB - Budget - 43 Schedule of Per Dism and Fees

OPB - Budget - 44 Schedule of Computer Charges

OPB - Budget - 45 Schedute of Other Contractual Expense
OPB - Budget - 48 Capital Outlay Detail

OPB - Budget - 47 Personal Services Schedule

OPB - Budget - 48 Detail of Fund Sources

OPB - Budget - 50 Decision Package Ranking

OPB - Planning - 51A
OPB - Planning - 51B
OPB - Budget - 52
OPB - Budgat - 60

Ac(lvlty Inlormnion Summuy

3

y Perf Y
Activity Financial Summary
Budget Unit or Department Summary

Submission procedures for the F. Y. 1978 Budget sre as follows:

- 1. Submit the F. Y. 1978 Budget Request to OPB on or before September 1, 1976, as required by
faw.

- 2. Submit (4) four copies of the Budget inlooseleaf notebooks and tab each Activity.

= 3. Arrange the forms &s shown in the assembly diagram (see next page) snd place the Department
Summary at the front of the notabook. The Department Head is required to sign the summary.

pATE Rev.6/76 | Iuiz_‘_l OPB - Budget - General
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. ZERO.B ASE EXECUTIVE OEPARTMENT

OFFICE OF PLANNING ANO BUOGEY — Budget Oislon .

BUDGET - | sEcTioN -

ZERO-BASE ASSEMBLY FORMAT

Procedures &=

Instructions ASSEMBLY OF FORMS FOR SUBMISSION TO 0P8

ot tmpoawemont { eveit
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! I 1 }

Agnayin
10t S por emmerg b

. Uwter ¢ menary 04 90 € ortoges

20 Fus Ouparimonts wit mutiye Budyet Lt Oty
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OEC:5I0N PACKAGE -- MINIMUM OBJECTIVE LEVEL

OP8 - BUDGET - 30
F.v. 1918 2ERO-BASE BUDGE T REQUEST 0P8 . Budgu - 30
DECISION PACKAGE - MINIMUM OBJECTIVE LEVEL
BANKING Exsmnsion LN Fretd Autens
sartms ) P
Duverts e Prugram i weims of 1) Morr Otyeetivs Posctsant Thos Packoge 14 . Moot ViR ¢t V19| o ey
T4 020m0t avery Stars Chavtared Bonk and Thitt Institution v Gooraon 0 & TOTAL P REONAL ST RVICES 198.992 188,712
m:u 10 1vEStaae Brammptly M1 1eguests for Aatabianing fiow I P~ X
2__Supper ond Metorials 13X T3
3 Ropars snd Mamtsvanes 500
4 16,000 14.000
Dot ite e Prag um vn toeva of e Cumvont Obpevtrrs o 7V 1077 S Power, Woter, Wutursl Goy 2406 2408
Toaasmme $5% ot ol Boray 4nd 100% ot o Thrett Insututions durrng 8 Ren 12916 11208
F.Y 1977 and 15 overoge two werks imartigation 1ime 10F dew or 7. Inutence end Bondey
vepanded Bans of Thatt Imahituiions, S Wrkmen's Comg pad Tndemn
& _ Ovwecs Banohins
10 Turion sned
11 __Gronts te Courties or Cits
e Mo Level Lomutad B4 P rocded
Bapren the Moavmum Loest Limeted Obroctive 1.0 Paskeoge proviter 7 vy Mottt Syrtom T 748
To dsemane 0% of sl Bankt and B4% ot ol Theits nstitutors curng F Y. 1978 [13 ) 750
M0 10 £v0I00d 101 warRS Nvert Gty Mo Dar 1eguast 101 Arw Of BaDended
:’:‘.'."hn" 1t01ati0as Ton Eeamunert and faur Seccatatas il oo T Em
c 26812 20880
R Tod P41 91 Mo Dipeeies Lover seciuam —J0_MOTOR V3W SOt PuRCH 10962 As80
« Crortors §__PUBLICATIONS AND PRINTING 3450 8,000
Y% of the Stata Chortared Bonbs and 15% of 188 Theult Imtitution ersmined
6 ¥ 1907 it nt o eaammed v F, Y. 1978, New Barks ond The T 2 __SOUIPMENT PURCHASES
IAETun vt st ba AvetIgaTId Gvor b Tout WEeD [en0d TUthe1 Than twO weeks. |0 PER DISM AND SEES
Delste 3 B4ak Erammness and 1dlated ope eing aspensen H__COMPUTEA CHARGES 18 500 16400
Nagem o) " v et T v iam |1 OTHLR CONTRACT EXP 1.600 1.600
§ mtuaviun Wamery | §Fgiterm ot P iostmey ¢ wtrand Ottt toup Il AUTHORITY LEASS RENTALS
2ot Berkt thamired BN X__OINIRAL OBLIOATION SONDE
N o Yodi imtiaton nsmeet (0]
Aviiage 1me 12 vattgate vew mitialone ~Twons JL_ CAMTAL OUTLAY
M__LIST OTHER ORJECTS
“Avetage tort 9ot Lank aspmenaion § 143
Awtaye tont por Taeiftlinmtituion exsmenation s .
A I 2 B 19, 48,
Arerage (a3t pat new At iluian TOTAL [RPEND IAad & - M} & 261
PLDE RAL $UNDE 16.000
Pranogs Noww __ Fiott Audin Pocroge _ 1 ot 3 OTHER PUNDS 4
Posersay _ JohnO A Rea & [iraveciwgnar rowos 241492
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ZERO BASE [extcunve oerarment

OFFICE DF PLANNING AND BUDGET — Budget Division

BUDGET " | section
DECISION PACKAOE N\!lAIATION MINIMUM OBJECTIVE LEVEL

Procedures &—er
Instructions INSTRUCTIONS FOR FORM OPB - BUDGET - 30

Form Purpose.
A Decision Package Series identifies @ program below the Activity Lwal whera costs are recorded. You should
gendrate a package or saries of packages at the prog level appx { by OPB, Each program you want to
continue should have one or more Decision P depending on how mmy lmls of hmdmn are requested
for the program. The form OPB - Budget - 30 is & Mini Obj Levet D Package. For every
program you will develop at Jeast ona minimum level below the F. Y. 1977 Budget for that program. Tha
Mmlmum Objective Level is o lavel of effort, expressed in tarms of an objective and cost balow which itis not
ic or feasible to op dw program at all.

1.__ Describe the Program in terms of its Major Objective

-~ Theul but realistic f d from the Program {os dehud in the Annual Opeming
Budget) exprassad in measurable terms, hieve a Major
Objective, m?n than one budget year is generally required. (The Maior Ob]OChVQ is not a statoment
of workload

2. Describe the Program in terms of the Current Objective in F. Y. 1977

—  Given the F. Y. 1977 level of appropriation, what is the limitad objective expected from the
Program during F. Y, 1977, using the same massureble terms as used for the Major Objective,
established in light of budget cormninu. (Samo as the Annual Opeming Budget Lumhad Objactive.)

3. Explain the Minimum Level Limited Obieiﬂve this Pack!gg provides

~  Givy alevel of funding less than F. Y. 1977, uung the same measurable term a3 used for the

Major Objective, define zho d limited obj provided by this for F. Y. 1978.
Exp_olnm the servica now provided that this Minimum OJmivn Leys! axcludes
- Explam the impact of funding only this mini b ing non-funding of the

¥. 1977 current limited objective above the minimum level.
Evglung'on Mezsures {required on each package) -

~ Program Effecti {s) {objecti lhty) are key indicators of the degres to which
the Program will achieve the limited objechva for both F. Y. 1977 and for the Minimum Objective Level
for F. Y. 1978

— Workload Effi M (s} { SNt nlily) are key indicators of the degree to which the
Program economically manages the workioad iated with g the limited objective, usually

exprassed in terms of cost per unit of workload or output for both F Y. 1977 and for the Minimum
Objective Level for F. Y. 1978,

Financial Information

— Enter amounts budgeted for the Program m F Y 1977.

= Enter q d for the Level under *“This Pkg. F. Y. 1978".

— Cumulative Amount Column should be used only if more than one minimum lavel in a series is developed,
otherwise leave blank.

Note: Detailed forms 40-48 are not required on the Mini Level Pach

pATE Rev. 6/76 I Im:z 5 I OPB - Budget - 30
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DECISION PACKAGE ~ CURRENT DBJECTIVL LEVEL %
OPB . BUDGET - 31

F.Y. 1978 ZEAD-BASE BUDGET AEQUEST OPB - Budger - 31
. DECISION PACKAGE ~ CURRENT OBJECTIVE LEVEL
BANKING fuarmnation Field Augin
[ iy [
Drssniion the Progom i tetms of 119 Maror Oyt Portions This Pectage 8. ¢ Progom ?. V. 01 {Tw e ¢ ¥ 78 | Com. Amount
o ssamwnd avery Siatt Chastwed Ronk and Thit) Imstirution o Geormaonan LA _TOTAL PERSONAL SEAVICES 196912 12000 ﬁu’%
sacusl beus 5 1 ibvertigsts DIomBtty ol 1equastE t4 estabirhung nrw 1M V. aponirn and Raperrs 2500 oo I 3.100 |
witduhons 2 __Suppiver ond Materiols 3,900 1.300 4,600
3. Nepews and 500 500
. 16 3009 17,000
Ovsessbe (he Progsm o et of (e Current Obyectres w & V. 1977 : Lowee, Wotme, Netuisi Goy ll‘.;ﬁ; ;’5‘ |”5::
._feen * - 1,297 4

Ta 4xamwna 158 of oA Bt 100% of o Thett Intttions dutiog F. Y 1917 =3—or— 1916

40410 et 540 1) WeE 1 AVHNIGANGN U 101 new o1 4upsnded Ranbs o - 40d Bondiey

Thrtt Ighreioms 8._Wortmwn's Comp, and Indern

. 9_Dwoss Bemstity

10 _ Twition end Soholushy
1. Grents 1o Countu ot Ciwy

Eaplmn sny coul chorge wr the Curromt Lovel aver the Mesmum Lovel 17 by Merrt Syrtem [[7) bil N
K307 Finenniat Esamnts (' 10 roleted opetetrng eupumsen 10 hnd the Cuttont | 13 Ouves Operatng E spemses 1,000 750 T.000
Otyectrow Level nut inttuding workioad ab adtstignal Baeds sng Thiv's Institubors g gy, £ upemor .
arcebed hetow —

8 AEG OFEA EXP. 1Add 1-14) 40.406 1452 un
€ __tRAVEL 63912 1120 28.000

3pion any Pov vy ©__MOTOR VEM. £QUIP. PUACK * 10,962 4880
Four nre Rened 20y o o0 v e State gunng | PUBLICATIONS AND PRINTING 450 00 9,500
F Y. 1971 1n urder 1o mpsnte esomnatian o) 95% of ine Banug and TulNof |5 EDUIPMENT PURCHASES ¢ $.000 4000 |
e ThERE tstitutions, ! new Finerpiel Eammer | and 1 nem Clerk Typat1and g pgm DIEM AND FEES * 2 2000 '
19419 J00 410G DI o1 ¢ 'eQuAted Tu manin the Cuttent Dbertive. M COMPUTER CHARGES * 18500 3.000 19400

1.__OTMER CONTRACT.EXP * 1,500 )
eshaton Sasrmstn (§ ot e o ¢ Tacommtd prien | vy FTTUUTHORITY LEASE RENTALS
oo Baas bremad ) % GENERALDBLIGATION BONDS
wol Thiell Imbinutgnt 00 L CAMTAL OUTLAY
Averagd fine 10 meesigate new intiitutant Taeett  [M_LISTOTHER OMJECTS
Avei e <M1 pa1 8ok g3 amengion 5276 37310 . -
[ Kowtiw Cout o1 THIIT iy Sitution wnahun () £176” " [TGL 1AL exPEND 1Asaa Wi 11 822 89,172 351 764
Kvoroge catt o nve I itution i) S e OtAAL TUNDS ve _T 500 |

OTHER SUNDS ** 4,000 4000
Prcnog aww. _Frid Audits e iy 2 o ] STATE GENERAL SUNDS 201872 331 21

=t

Proparea By __ Jntnlor & Actwry Romt __ 1 e e oot v
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ZERO-BASE [execunive oerarmuent

OFFICE OF PLANNING AND BUDGET — Budgst Divhion

BUDGET | SECTION

DECISION PACKAGE PREPARATION ~ CURRENT OBJECTIVE LEVEL

'Procedures & e
-instructions INSTRUETIONS FOR FORM OPB - BUDGET - 31

Form Purpose ) : o

Tha Cumm Obpctivc Level Decision Packaga is the naxt kind of pach d ped after the Minii
Lavel D iaga(s) for a program below the Activity. The Curront Ob]ocﬁvt and is & level of
affort expressed in terms of cost, that represents a continuanceof the F.Y, 1977 limited oblectiv tivonndno
mors, Fund for a greater limited objective should be raquasted only on an |
The Curre: Objective Level Pockage costs will vary by progrem. Nonnwrﬂng txpondltum .hould

be axcluded from cost as well as funds budgeted in F. Y. 1977 but ot needed in F. Y. 1978 to deliver
the same objective. Include incraesed costs for F. Y. 1978 (to deliver the same objective deliversd in

F. Y. 1977) such as workload costs, wnhin-wnda increasas, postage increases, stc. Tha Current Objective
Leved Pach then, will express only cost i and dk d with tha seme limitsd
objective provided in F. Y. 1977. Decreased service and corresponding decreased cost can be outlined

in this package but not an increasad objective.

1.  Describe the Program in terms of its Major Objective
— Repeat information displayed on the Minimum Level Package.

2.~ Describe the Program in terms of the Currant Objectivein F. Y. 1977
;= Repeat information displayed on the Minimum Laovel Pscksge.

/ 11
3.  Explain the cost increase or decreass in the Current Level over F. Y. 1977 N
— Assuming the same limited objective uprov-ded in F. Y. 1977, outline tha finencial reasons why
. this package, sdded to the Mini Level Packag mlmormnmmwulmdwmd
for the program in F. Y. 1977. Inmm or decreases for the various object classes should be
axplained. Attach additional pages if mors space is needed. Do nat include workload cost increases
under this heading.

4, Explain any workload ehmgg in tha Current Level over F. Y. 1977
— Assuming the same timited abjective as provldod inF.Y. 1977 outline the workloasd increass or

decraase, if any, that is requirad to mai )
Evaluation Measures ired on th ision Pacl .
— Program Effecti M {s) (objecti bility) are key indicators of the degree to which
the prognm mll achieve thollmnod objective for both F. Y. 1977 and for F. Y. 1978,
— Workload Effi Y bility) are kay mdk:non of the degree to which

the p ! _' the workload assaciated with g the limited oblect]
uwaﬂv uxmmd in wms of cost per unit of workioad or output for both F. Y. 1977 and F. Y. 1878.

Financial Information
— Enter amounts budgeted for the progrem in F. Y. 1877,

— In the column headed “This Pkg. F. Y. 1978" enter i ] d above the Mini
Level and not the total requested through the Current Level.
— Cumulative Amount equals the sum of this package plus the miini level package(s).

NOTE: Detailed form 47 and 48 are not raquired at th» Current Objective Level but are required at
the Activity Level. .
Detailed forms 40-46 are required to he attached to the Current Objective Level Package for
amounts requested in F. Y. 1978 whefe an asterisk appears on the form.

pATE Rev. 6/76 l IPAOE 7 | l OPB . Budget - 31
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. DECISIDN PACKAGE — IMPRDVEMENT DBJECTIVE LEVEL
OPB.BUDGET-32

BASE BUDGEY RE T OrS.Budgt- 32

F.v. 1978 27RO QUEST
DECISION PACKAGE ~ IMPROVEMENT ONECHVE LEVEL
Y BANKING Examination Fietd Autin
Tparvame Aanan Fopen
Oorceiie the Progom = torsw of s Mugr Obporwve Poartions This Puckage & X X
, To tssmene rvory State Charmred Bank snd Thall Instinhion s Goarpaonan |4 TOTAL PIRSONAL SENVICES * 196312 24433
" | anouel vems s0d 19 vestioens promgthy sl raquests for extebliteng new 1 M.t ond Ropmny 500 30 T |
it 2. Suppiun end Mewnsls 3300 400 5,000
D, 3. Repers and 500 500
4 16, 800 11,800
Drearsve e Pragen m wrirs of the Cutront Obpactrve £ V_1977 . Powsr Wets, Natwrsl One 1% 3000 |
hons dunng F. Y. 1971 8. Rean * 238 150 145%
* id 10 varage Two weeks Wivetligetion bme fof new 8¢ vepanded Banka ot 1. _inowrunes snd Bondng
Thurtt lasteutions. ) 8. Wortman's . and Indeans. -
| 8. Ovect Bonetin
. . 10 Vuhen end
Caploen Whe | Lol Limtos [ y— 11, _Gronts 48 Caunbes ot Cition
To sssmoe 98% of st Banks snd 100 ot 91l Thett rmmmn.wuqs V.19 12 by Mertt Synom () iog 1580
v 1O average ORe Wesk WTvestipation fwna for New O expanded Banta o ] 1,000 1,000
Thaft Instibone.
WAsE . LX)
. 912 3800 31600
YT D._MOTOR VEN_[OUIP_PURCH 10567 a0 |
Samne o0 sddinent JN of the Banks il n«--;u-sw £ PUBLICATIONS ANG PRINTING 9,450 500 9,500
Elm-llllnl relaind opecsting expenses. F. EOUIPMENT PURCHASIES * 3000 | a0 300
G. e . 2000
N, COMPUTER CHARGES 18,500 19400
e e ot v [ty T LV T 1 - OTHER CONTRACT. EXP.< 1600 ] - . 1.500
'u“"“"“"'w' = J__AUTHORITY LEASE RENTALS
Rl ThaltTnitiruiom vasmned To0Y TWOR__|X. GENERAL OBLIGATION BONOS
werage time 10 vERtigatE new inalitu hams T ety Twasis |L. CAPITAL DUTLAY 2000 - 2000
M 1! 7 -
[ Rvrop co11 par Bort snawnation 1AL 12 T
Average €ov per FANTEIASIIu1I0N Esamenviion id o}
S L] LN v TrTY 3251 ST
FEOERAL FUNOE * 1 18,000
Pachpge Nome. _ Fraid Audity Pohow_ 3 ot 3 FoTnensmot e o0
Properd By Joha Dos Astmry Rent 0 STATE GENERAL FUNDS D251 1
o tvere gt
8
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| ZERO- BASE [Fxecutive oeranmment

OFFICE OF PLANNING AND BUDGET — Budget Olvision

BUDGET = [scron

DECISION PACKAGE PREPARATION - IMPROVEMENT OBJECTIVE LEVEL

Procedures & e
Instructions | msrrucrionsror Formors . Bupcer - 32

Form Purpose 7 - :
The :...... Objective Level Decision Packags is developed for a d greater ‘; ive level of
The Impr Objective must be qunmlﬂod and explained fully in terms of sarvice

and cost. Anx comgela new program under an Activity would be requested on 8 separate series of Decision
Packages and not on the Imgrovement Decision Package.

1. Describe the Program in tnmu of its Major Objective
— Repeat information displayed on the Minimum Level Package.

2. Describe the Program in terms of the Current Oblective in F. Y. 1977
— Repeat information displayed on tha Minimum Leve) Package. ~ ~---

3. Explain Improvement Level Limited Objective ‘this rovides

— State the graater objective provided which helps the program better meet its Major Ob)ectm
An Impr is an expansion of the Current Objectiva of the program whila a New operation i,
by definition, an operstion not conducted in F. Y. 1977.

4. Explain this Package in terms of cost .

— Point out why the Imp Objective wilt require additional funds. The expl i
should be expressed in terms of whal the funds wdl be expended for to date the Impr
Objective. L. e P

Evaluation Measures {required on the Decision Packages|

- Program Effecti M {s) (obj bility) are kay indicators of tha degree to which
tha program will achieve the limited oh]octm for both F. Y. 1977 Current Ohjoctm Level and F. Y. 1978
impr Objective Leval C |

— Workload Efficiency M {s} { bility) ere key indicators of tbe degree to which the

Program economically manages lhe workload associated with the limited objective, usustly €xpressed in
terms of cost per unit of workload or outpul for both F. Y. 1977 and F. Y. 1978 cumulative through this
package.

Financial Information
— ‘Entar amounts budge!zd for the pmgvam in F.Y.1977.
- = “This Pkg. F. Y. 1978" enter i q d above the peevious level for the program
and not the total req d through this Pack '
~ Cumulative Amount equa!s this package plus minimum and current packages.

NOTE: Detailed forms 40-48 are required to be ched to the Impr Package for
requested in F. Y. 1978 where an asterisk appears on the form.

‘| oare Rev.6/76 I |m:z 9 | OPB - Budget - 32
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SUPPLEMENTAL SCHEDULES

On the following pages are Suppl | Schadules to iate Your request for funds in the
following objects:

Object Form Schedula Number

Renus ' 0OPB-Budget40
Motor Vehicle Equipment Purchases . OPB-.Budget41
Equipment Purchasas OPB-Budget42
Per Diem and Fees . OPB-Budget-43
Computer Charges : OPB-Budget-44
Other Contractual Expenses OPB.Budget45
Capital Outlay OPB-Budget 46
Personal Services . OPB-Budget47
Detzil of Fund Sources OPB-Budgat-48

Forms 40 through 46 are to ba prepared as needed and hed to nach i for a
program. Forms 47 and 48 must be pmpamd for tha entire Activity as a summary of the Current Level

Package and the Mini Level Package; , forms 47 and 48 should be prepared 83 needed and
hed to each Impr Package for o program.’
10
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ZERO-BASE [cxecurive perartment

OFFICE OF PLANNING AND BUDGET — Budget Division

‘BUDGET secrion

‘Procedures & ceovLeor rents
P SUBJECT :
Instructlons INSTRUCTIONS FOR FORM 0PSB « BUDGET . 40

Form Purpose

This form is a detailed :dwdulo of Rents for the program which will be hed to each decisi

except for a Mini Level Packaga, whers an is req d for Rentsin F, Y, 1978. “The
schedule, upon completion should be copied lnd hed to each decision pack except Mini asa

fully completed display.
— List type of Rents.

Exlmplos Xerox Rental, Postage Mu:hmc Rmtd Offics Equipment Rental, Office Space Rental, Post
. . . Office Box Hental, . .

— |dentify the need for the Rents.

1 — Show funds budgeted for each type of Rents for F, Y, 1977,

~ Show funds requested for Rents for F, Y, 1978 divided into the funding levels as req ion the
decision packages.
— The F. Y. 1978 Rents request will be listed on this form from the individual Decision Pack where funds

ore requestad for this particular sub-object, with the axception of the Minimum Level whlchwill be included in
the Current Levei for schedule purposes.

F.Y. 198 TERO-BASE SUOGET REQUEST OFS - Budgmn + 40
SCHEDULE OF NENTS -l ot
BANTING $1ommenen Find Aud®
e — —_—
v um | s renmenin
Towe ot Rant R Sarvuas Nt Betymad s | tmeeevemen ’
Oftcs Spce. 3 L4 1] lovany toe Frald -y 17400 1350
[ L ] P ANIHN
OMice Mathony Py Somst Poriegs Wewr e we
Dtue Mactany 188 Postsois Capanr fos rerwr Frmanoel Exsmumar 1y 1%
pEy— LI T3 0]
paTe Rev.6/76 J page 11 1 OFPB  Budget 40
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ZERO-BASE [execurive pepartwent

OFFICE OF PLANNING AND BUDGET — Budget Division

BUDGET SECTION
SCHEDULE OF MOTOR VEHICLE EQUIPMENT PURCHASES

Procedures &\
Instructions INSTRUCTIONS FOR FORM OPB - BUDGET - 41

Fonm Purpose
* This form is a detailed schedule of Molor Vohu:lo Equipment for the program which will be amched to each
decision package, except for a Mini Ob Level Pack where an is d for Motor

Vahu:lo Equipment in F, Y 1378. The schodule upon complation, should be copied and attached to each

P ge, except Mini as a fully P d display. s

~— List type of Motor Vehicle Equipment.

- List, first, the Motor Vehicle Equip q d to replace existil quip

— List second, Motor \}ehicle Equipment additions to your present aquipmom floot.
;- Detcrlba the purposa for which the Motor Vehicie Equipment is needed.

~ Show funds requesmd 1or Molor Vehicle Equipment for F, Y. 1978 divided into the 1unding levels as
Q f on the d.

— The F. Y. 1978 Motor Vehicle Equipment requests will be listed on this form from the individual decision
packagos where funds 8re requested for this particular object with the exception of the Minimum Level
which will be included in the Current Level for schedule purposes. ’

vy ZENO BASE BUDGEY REGUEST OFB - Budgert 41
SCHEOULE OF MOTOR VENICLT EQUIFMENT PURCHASES  hue 1 _ ot T
Suit Aoaity.
AANKINE Xaarvaouon ot ot
#. Y. \RT AIOULITID
[ Uve o Yonte R
{hepiacoments - . .
Four Dyos Sotes Fioid baumnaneng o

[ .

paTe Rev.6/76 | |nss 12 I OPB - Budget - 41
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' XECUTIVE DEPARTMENT ]
FRON ZERO- BASE [ OFFICE OF PLANNING AND BUDGET — Budget Diskion
N\ BUDGET [
Procedures & ws;:zzun.s O,F ﬁOUImENT PURCHASES

‘Instructions INSTRUCTION. s FOR FORM OPB - BUDGET - 42

Form Purpose : :
This form is a datailed schedule of Equi for the program which wil! be hed to each d b
except for a Minimum Objective Level Package, whera an amount is mquesmd for Equipmam inF.Y. 1878,

The schedule, upon completion, should be copied and attached to each decisi except inii as
a fully completed display. . .

— List the type of Equipment.

Example: Oftfice Equipment - Typewriters
Offize Equipment — Adding Machinas and Calculators
Office Equipment — Furniture i

Lab and Medical Equipment
General Equipment Furn_'uhingx

NOTE: Any one piece of equipment which costs over $500 must be separately mmqamd.

— Show funds requmod for Equlpmem Purchases for F. Y. 1978 divided into the funding levels as
d on the deci

~ The F. Y. 1978 Equipmonl requests will be listed on this form from the individual decision packages where
funds are requested for this particular object, with the exception of the Minimum Leve! which will be
included in the Current Level for schedule purposes.

v 2ERO-BALE BUDGET REQUEST . . OFS - Budger . &2
SCHEDULE OF FOUIPMENT PUNCHASES o)1
BANKING Ermaquon Futd Andr
T — T
TV i MSolly
Ty of L anapmant 1Lt Ragisasaunt e Addrasash) l: St
(Reptecarmmat) t
1 A Cantituonw = Wdow Ut L]
3 18 Typemnried (B74 sach) s
s ) 12
{Astvonat) 4
3 Ductaghanes (Parwtie pock M miv} L
1049 Forremomt Pwverimes +.000 %0
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ZERO-BASE [FETTiy, o oo
BUDGET [
Procedures & SCHEDULE OF PER DIEM AND FEES

SUBJECT

Instructlons INSTRUCTIONS FOR FORM OPB - BUDGET -43

This form is a detsiled schedula ol Pu Dnm and Fees for the program which will be I'nld'lod to each decision

kX except for 8 Mini Lavel Pack where an is roqt d for Par Diem nnd
Fessin F. V 1978. Thowﬁoduu upon completion, should be copied and hed to sach dacision p %
except Mini as 8 fully pleted display.

-~ Catagories for type of Per Diem is provided. List Per Diem not categorized under the caption “List Other.”
— identify the need for the Per Diem and Fes Categorized.
-~ Show furs budgatad for each type of Per Diem or Fee for F. Y. 1977.

— Show funds requested for Par Diem or Fees for F. Y 1978 divided into the f
on the decision packages.

— The F. Y. 1978 Per Diem and Foes requests will be listed on this form from the individua! decision packages

whers funds are requested for this particular object, with the exception of the Minimum Level which will
he included in tha Current Level for schedule purposes.

AN ) ZIROBASE BUOGET MEOUEST OPS - Badye - &3
SCHEDULE OF PEA DNEM ANO PEES [ .
SAAING Eapemngyees Fuid Aotvn.
—— r— —
XX v v wnnommo
i —— ) VaTAL
L
e ot Oemerroust 128 1000 2000
s
o
v
ot o
fame Por oo ong S 100 100 1m0
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ZERO-BASE [Bumve ooanmueny o ocet - suset ion
BUDGET SecTion
- SCHEDULE OF COMPUTER CHARGES

Procedures &=
'nstl’uct‘ons INSTRUCTIONS FOR FOHMOPB +BUDGET . 44

iled schedule of Comp : Gnrgulordlopvownwhudlmllbaamdwudl

This lorm is & d

kage, axcept for 8 Mini Obj Level Pach where an d for
Compum Charges in F. Y. 1978. The id\oduln upon complation, should be copled and  attached to each
h except Minil as a fully ploted display.

_ Show the account number of the system (sssigned by DOAS).

— Show the narrative description of the system.

— Show the funds budgeted, by program, for F. Y, 1977 for each system and the funds requested for
F. Y. 1978 a3 dividod into the funding levels.

— List new systams devel P ly.

— The F. Y. 1978 Computsr Chargss requests will be listed on this form from the individusl decision packages
whare fundis ars requestsd for this particular object, with the sxception of the Minimum Level which will

'ba included in the Current Level for schedule purposes.

NOTE: DOAS can help provide the information you need to prepars this form.

sy ZEAGRATE 3UOGET ATOULST O . Buaget 44
SCHEDULE OF COMPUTER CHARGES -1
BANKING Lagpmaromed it Avtos
— o e
A WA AT T
e
FYETI N OEICRIFTION Sutgpnd Corvunt Lowst | bmumwmsomnas
C 2 X9 Sy Rapes vy Sysaen e nme
4088 01 Cantrsl iavaotary Dot foiry 0,000 L)
Vout Commpuar Coron =] IR

|_pate  Rev.6/76 | Inas 15 l i OPB - Budget + 44
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ZERO-BASE [S5umveocmmmens ocer - sute:Diiion
BUDGET SECTION

SCHEDULE OF OTHER CONTRACTUAL EXPENSE

Procedures & e
Instructions INSTRUCTIONS FOR FORM OPB - BUDGET - 15

This form is a detailed schedule of Other Oontncmal Expoma for the program which mll bo atmched to

ench decision package, except for a Mini bjective Level Pach where an qQ d for
Othor Contractual Expense in F. Y 1978. 'nw schedule, upon completion, should be eopiad and attached
to esach decision pack except Mini = a fully latad display.

— List type of contract.
— ldentify the nesd for the contract.
— For each contract, show tha amount budgeted for F. Y. 1977.

— Show funds requestad for F. Y. 1978 for sach divided into the funding lels as taken
from the decision packages. .
“— The F. Y= 157" JtherC will be listad cn this form from the individual decision

packagas where funds are requested for this particular object, with the exception of the Minimum Level
which will be included in the Current Level for scheduls purposes.

v ZERO BAST SUDGLT REOQURST OF8 - Buctyel - 45
SCHEDULE OF OTHER CONTAACTUAL EXPINSES  #ow 1 o 1

angnG Lsommsnon Fioe Aotew

— el po
v v 7 v 1ere poues1e0
P =3

Toom of Comrumt Foanm Soranss Wmbad Sy Curvort Lovet | Mgrotant

[Art A Rt Parsarand Trmmy | Aoos cove ot ionast emacs.tr tnb g Wchanaem by mwntert of protvmens 1500 1009
ot not
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EXECUTIVE DEPARTMENT
OFFICE OF PLANNING AND BUDGEY — Budget Division
SECTION

CAPITAL OUTLAY DETAIL
SUBJECT .

INSTRUCTIONS FOR FORM OPB BUDGET-46

Form Purpose
Thu formisa domled uplmmon of Capital Outlay for the program which will be anached to each decision
is req d for Capitat Omluy in-F-Y:-1978,- Any. additions)_information noeded

where
lo oxplam the nquut should be attached.

-~ Al wcuons of the form (A thvoud\ G) should ba completed for each project requested for sach kind of
where app

— All construction or project funds should be requested as Capital Qutlay and not as General Obligation Bonds
or Authority Lease Rentals.

FY. 1978 26RO BASE BUDGET REQUEST OPB - Budyst -

“
CAPITAL OUTLAY ODETAIL
BANLING Exarmngtion Fiold Audits
== a—ry [~
A TH3 PNOUECT iCheeh Onat €. LSNIMATEOD COSY OF PROUICT!
0 ety Mo Fomivey X Menwoonss o Eawnng Faniery Sovewn of Liwvaow Groryea Buslding Author
i+ 0 Adartoom s on Ennag Fochey Roploors on Eoiting Foniny 1. Land Ampuerton s
T 1 tar Nimer Manimasnas o Ropon of o1 Lasenac Fondity 2 Conrectn ____ 1@ s
3 [
u  LOCATION 3. Arsmatmcy/Engnosr Fane s m
Ares o lnrvenen Aot Goorge 4 RED, ot Ty b
o 5, Losve Equipment ond Fumirure $
[-Seprtpe——
o Over Ranowbsa $__1s0m
X Sevm Cormmtty Ourd Unirtoes Avvaady Avedabre —
Bte 1o ke Acquwrd Asrsw Alroedy Arsdotte 2. Cmmagmncors s__ 208
TOPAL COST s__200
C. DESCRIPTIONOF FACILITY. .
Gomars Daserren At Bums Lavenrs, ol l':_'-a' e s
- Roagrangn o Coatsg! Qtfzge on Atigerts 1 rvate othie grtiancs
STATE FUMDS REOUIRLD s_ 200

Funcoans Soan Reguromuntn. bn quars feet) _No sddilional 1quwrd eet nevded
£, ESTMATED OPERATIONAL COST AT COMPLETION:

Lnponied Compleven Cow Jonwary, 1918

Soecel Numbor of Addsanel Porsoneai Moqured ____ No®
Adornensl Funds Roguised whok Prowet i s Full Oporstion
L
D ATIRICATION OF NILD +d Osereory Erpomacs s
Cusrant Oitus gntronce pim shap byddmg
tratg patten G SPATE FUNDS AEOUESTED FOR ADDITIONAL YEARS,
" then one yeor, siplan srd mdetiie The

MA

Nomaer  bx wreed by Foaioty 2 - ooy MG

1 mom Fandoty, Indasse Alwrnatres Conveeed
[T e, Memacston
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'ZERO=BASE [xecunve oepanTuent

OFFICE OF PLANNING AND BUDGET ~ Budget Division

" BUDGET [eecrion :

ACTIVITY PERSONAL SERVICES SCHEDULE PREPARATION

Procedures &l
|nst|’uct|0ns INSTRUCTIONS FOR FORM OP8 - BUDGET - 47

This form serves two purposss: 1) Summarizss and details Personal Services from the Minimum snd Current
Mmunpwkm!ormmtlml\cﬁvlty,l’)DotnthcnomlSﬂwicu'on, 9 Imp pech
and ia attached to the package.

Column 1 — Number of Budgeted Positions
—Enwm:qmwovpodmmnd\pamonuuammu&wmmmpmumwmydm.
Columa 2 — Position Title :

 — Entar position tithes alphabstically per Merit Sy Classificstion.

Column 3 — Grade, Step, Annivorsary
— Use Merit Sy pay grade assigned to tha “"nﬁamdply:npuinpplklwudlraiﬂm.

— ANNIV. (Month and Yuf) are listed to lndﬁnu the calculations across the form for each position.

Colimn 4 — Pryroll June 30, 1976, Annus! Rats
~ Enter position cost from tha pay roll listing at the annualized rate of gross pay as of June 30, 1876. Do
not include salary § ifective July 1, 1976.

Column 5~ F. Y. 1977 July 1 Ruise and Within-grade Increases at Annual Rats

—~ Enter combined smounts for full-year costs of any F. Y. 1977 within-grade increases and the 12-month

cost sssocisted with the July 1 pay adj da aiso any p ions at lized rates.

Ceduizan 6 — Annusl Salery Rate Sune 30, 1977 : ' i

~ Enter tha sum of column 4 and 5. These gross salary amounts should reprasent the gross F. Y. 1977
andina satary for position. Do notinclude salary i q d to be affective July 1, 1977.

Column 7 — Al or Part-Year Withingrada Incressas F. Y. 1878
. — Entar smounts for withingrade increases which will occur in F. Y, 1978. This smount will vary, depending
onmonumb-rofmonﬁumrﬁu is in effact. o

cclunms—wﬂ&wbuﬂodgo_t .
— Entar the sum of columns 6 and 7. These amounts represent the cost of the position for F. Y. 1978 and
not the snnus! sslary rate.

A F.Y. 1978 Current Posiitons

A.__F.Y. 1978 Current Posiitons
— List positions alphabetically and group by filled or vacant positions.
— Group positions with same positi title, grade and step, and anniversary date.
_ Position titles listed should be taken from the Annual Operating Budget.
— Enter correct position cost in column 4 from the June 30 payroll.
_ Show beside position titie the percentage of Federat funds which apply to tha funding of a particular
position. Exsmple: A 50% Federslly funded pasition would be — Clark 11 (50% Federal}.
_ Show sdditional positions appropriated in F. Y. 1977 separste under both fillad and vacant positions.
_ Entar Total Current Positions by adding items under A. Sea sampld.

OATE _Rev. 6/76 l Im:e Li!___l I 0PB-BudM:47
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EXICUTIVE DIDANMNT

OFFICE OF FLANNING AND BUDGET = B
SECTION

ACTIVITY PERSONAL SERVICES SCHEDULE PREPARATIDN
SUBXCY

INSTRUCTIONS FOR FORM OPB-BUDGET47 (Commud)

ZERO-BASE
- BUDQET

B. _F.Y. 1978 Requestsd Position Chan

~ List positions which have been deleted or added in the entire mmty for the Minimum and Current Lovel
functionsd packoges.

— Delete positiors on the grade and step (hoy currently are on.

— List any new positions on step 1. :

— Enter Tota! Position Changes by adding items under B. See sample.

C. F. Y. 1978 Other Salary Cost
~ Enter amounts in column 8 for Other Salary Cost:

NDTE: Separate Decision Packagu are made for ding a class of p I. Do not list here.
— Stipends

— Ovartime

- Night Pay Differential

- Enter Total Other Salary Cost by ddmg items under C. See sample.

—~ Enter Total Salaries, atter item C, by adding A, B, and C. See sample.

D. _F. Y. 1978 Requested Fringe Benafits .
— Enter amounts for frings benefits in column 8.
- F. Y. 1978 Rates:
- F.1.C.A. rate is 5.85% on a base 01$15,300.
— Retirement rate is 8% on Total Salaries.
— Health Insuranca rate is 3.75% on Total Salaries.

—~ Enter Total Fringe Benefits by adding items under D. See sample.

E. F.Y.1978 Temporary Help
— Entar amounts for temporary help in column 8.
— Include fringe benetits for temporary help.

F. F.Y.1978 Requested Lapse Factors

— Enter negative amounts for Delayed Hiring 2nd T in Bas

~ Delayed Hiring can only exist whare new pasitions are requested or where new institutions are phasmg
into operation.

— Enter Total Lapse Factors by adding items under F. See sample.

G. _F. Y. 1978 Total Personal Services
— Add amounts in column 8 to get Personal Services Totel for F. ¥, 1978.

DATE Rev.6/76 l PAGE 19 I IOPB.Bugﬁ.47
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PERSONAL SERVICES SCHEDULE — MINIMUM AND CURRENT LEVEL
OPB - BUDGET - 47

by 210 SASY BUDGLY A1 CLIST OFB. udget 17
PERSONAL SEAVICES SCHLOULE [T N )
bty Lesemmrye
———— _
a P 4 L) T )
H - el R S
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t w|ofmf e 1] . )
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PERSONAL SERVICES SCHEDULE — IMPROVEMENT OBJECTIVE LEVEL
" OPB - BUDGET -47

(XX ] ZERO-BASE BUDGET REQUEST OF8 « Budge: « 47
PERSONAL SERVICES SCHEDULE Poe _1_wt_1
BANKING € Fiold Avdits
Cmportangnt Aataty iCusrens Lowst ue bttt Mimmyen Lovet) Pragrem (Owly fov itprpmrmpent]
-3 s a Pryrett r:'u..’. Prayacted Allor Pary.
ntrv : s 30, 1976 i‘w:gu»a-'- Ansad Setary dam Wit Porsonal Servren
Powten Povnon Tive B E [V | Ao | BT8R | ane300rr {50 Yore LA ]
[ @ € |&]v i it i n "
2 Financel Examnet § w{ 1jum “© 20432
FAINGES.
FICA (5.85% » 820,630 1218
RETIREMENT (g% 2 $20232) 1867
HEALTH INSYURANCE (3.76% s $70,8. 1
0 #04 -5tE o AUQiTS® IMPROVERENTS 26,499

TDTAL PEASONAL SEXVICES REDUEST
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ZERO-BASE [Scumve oerammen  aupaer - sudoe ion
A BUDGET SECTION

SCHEDULE OF FUND SOURCES Lo

Procedures & e
lnstructlons INSTRUCTIONS FOR FORM OPB - BUDGET 48

Form Py ’
This torm is a detailed schedule of Faderal and Other funds by itemized source of the funds.

— List Federal Funds by Federal Domestic Assistance Catalog {F.D.A.C.} number and Federal Agency granting
the funds.

— List Other Funds by source identificati lo; Student Fees, Park Receipts, Patient Foes,

— Show funds budgetad for each source of funds for F. Y. 1976 Actusl and F. Y, 1977 budgated per the
{ateat spproved amendment to the Annual Opersating Budget. :

_ Show funds requasted for F. Y, 1978 divided into the funding levels a3 req d on the decisi
packages.

NOTYE: This form is prepared st the Activity Level a3 a summary of the Current Level Package and the
ini Lavel pack with the ption of the Impr Package where you attach

2 ap hedule to each Imp Package in fund occur in them.
Do not include Improvement amounts In the Current Level summary for the Activity.

DATE Rev.6/76 l lmzz 22 l IOPB-Budm-“
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SCHEDULE OF FUND SOURCES - MIT\VIMEM_AND CURRENT LEVEL

. OPB . BUDGET - 48

£.Y. 078 ZEROD BASE BUDGET REOQUEST OPB - Budget - 48
SCHEDULE OF FUND SOURCES
BAMUNG Evamnation ——— —
Daawtmens Atwmery [Curtont § ovai 1p Jasiy e Sencmmym |ovel | Piogrem 10wy fos bmgepmrmont)
¥V e ¥y 977 ¥V, V978 REDULSTLID
DETAIL OF FLDLRAL AND DTHLN FUNDS Acrat Budpered frnay Tl JT— 1GTAL
Fodwrel Fundy .
11 5 TREASURY 125.000 144,000 136.000 136 000
10T AL FEUENAL SUNDY 125,000 144,000 '135,000 136.000
SALES OF STATISTILAL AFPORTS 41,000 40,000 40.000 40.000
fOTAL OtKER FUNDS 42.000 40,000 40,000 40,000

132
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ANECUTIVE DEPARTMENT
DFFICE_ DF PLANNING AND BUDGE t_Divition

SICTION ACT|VITY DR DEPARTMENT
DECISION PACKAGE RANKING PREPARATION
SUBJNCT

INSTRUCTIONS FOR £DRM OPB-BUDGET-50

Form Purpote -
This form displays tha Activity or the Departmental Stats Fund priorities for F. Y. 1978 for each decision
packagoe and the State fund program cost for F. Y. 1877 for each first package in a series.

Rank

— Entar priority numbaer of sach pack age, starting with number 1 as the highest priority and ending with
a number which 8quals the total number of packages. In any program series of packages: e.g., 10f 3,
2 of 3, and 3 of 3, Package 1 of 3 is always ranked higher than 2 of 3 or 3of 3. However, Package 10f 3
or 2 of 3or 3 of 3 in one program series can be ranked higher or lower than Packages in another
program series.

ﬁxkgg Name
— Enter packaga name of sach Decision Package ranked and note the series number by it. Names of
Decision Packagés should be a3 descriptive of the program as possible, preferably the name of the program.

F. Y. 1977 Budgated by Program

—~ Enter the F. Y. 1976 Amount for Stata funds budgeted for the prog and ber of positions for
each first package of a seies; i.e., Package 1 of = will always show the F. Y. 1977 State funds and positions
for the entire program. Package 2 of — or 3 of —, etc., will show 8 blank in the F. Y. 1977 amount
column since the F. Y. 1977 amount was already shown by the first package of the series.

F. Y. 1978 Requested by Package
— Enter the F. Y. 1978 amount for State funds req d and ber of positi for each Oecision Package
ronked.

Cumulative Roquested
— Enter the Cumulative State funds, the percentage the lati P to the Total F, Y. 1977
State fund total, and the fati ber of positi

) Ranking Packages

— All Dacision Packages are ranked even if Federal or Other funds finance the package.

— State fund amounts will ba the only funds listed on the ranking sheet even if package is funded partially
or fully by Federal or Other tunds.

— Show positions for all ranked packages.

— Rank Decision Packages as to how effectively and efficiently each one contributes to the Departmental
goals and objectives. e

~Oecision Packages are ranked for each Activity and for the Department as well,

Debt Service Ranking

— Existing Authority Lease fientals (A.L.R.’s) and General Obligation Bond {G. 0. Bond) payments should
be ranked with a high priority.

— DO NOT request new A.L.R.'s or G. 0. Bond payments for construction in F. Y. 1978, rathet, any
request for construction in F. Y. 1978 should be requested as Capital OQutlay.

T
LOATE__Rev. 6/76 . lPAGE 24 | ‘OPB-Budggl'SO
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ACTIVITY RANKING
OPB - BUDGET - 60
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ZERO-BASE [execunve oen;‘mem

OFFICE OF PLANNING AND BUDGET — Planning Divition

BUDGET secTion

ACTIVITY INFORMATION SUMMARY

Procedures & e
Instructions INSTRUCTIONS FOR TORM OPB . PLANNING - 51A

Form Purposs
This form displays description information about an Activity necessary to provide a basic understanding
' of the activity's operations.

1. Activity Purpose

— Review and revise, if Y. the of purposa for this activity found in Volume 11, Program
Display, of the Governor’s Recommended Budget for F. Y. 1977. The Activity Purpose should be a
clear and concite statsment of why the activity is baing conducted. .

Activity Description
—~ Review and revisa, if necessary, the description of this activity found in Volume |1 of the Governor's
Recommended Budget for F. Y. 1977, Identify the servicals) being provided and cetegorize the
racipients by service used. '

3. Basin of Authorization

~ ldentify the legal and administrative mandetes which form the basis for operation of this activity.

4. _Enumerate Programs of this Activity
— List the programs which ara contained within this Activity. The listing should bo the same as used for
preparation of the individual decision Packag

5. Forecast of Substantiai Changes in Scope of Activity

~ Identify any expscted {within the next five years) changes in the scope of activity purposs or the
programs performed. identify the expected source of initistive for these h and explain the
expactad affacts on sarvices being provided and 2 categories of recipi { le: changi
Fedaral program regulations). :

6. Enumerats Sources of Funding

~ List the sources which provide funds for this activity. In the cese of Federal funds, identify source
by program name {example: HUD 701). .

pate Rev.6/76 PAGE 26 | ' OPS - Planning - 1A




ACTIVITY INFORMATION SUMMARY
OPB - PLANNING - 51A "

F.¥ 1978 2110 DASL BUDGE T REQULST OPH » Peaning - BTA
ACTIVITY INFOHMA TION SUMMARY

e i e BANRING

b A Puiso

122 dntermnre the (iue hnancss! statur af banks 0 thil) istitiliany snd 10 aprve o dany 1Ie1Ss Lot new OF vapinded Il

mesatinong (e (1ud hivenzial canditian ol banks 4nd (N AVIGNIONS, wiita Cmprahenuve 18POITE whith Bnalyss thaw Tinancisl Watus, mabs
460 0rad (usm, satarveew s0plcanl 13¢ heve BF #3panded facikilies, 200 maky 1o commendations (0 the Commimion ol

Bonhing and Fuwanes (i apptoesl ur dikappiteal

T by e Auis

Tare 414 Googa Cods Anngtatsn

T inurmiaw Program of ths Aty -
b Agmntatu Imantratres 01 cn ol Dorarte € Fwid Auats  Castmration snd enelyss of S1008 Charteted Banks pnd Thet) Institulions
b Superwivon - Fiuancisl and Partonnel Suppait Sactien d Vs Banbing Requlstians - Review, enalysss and update of Sanking Raguistions
o Thultinsttaton Regutatines - Review, snglysn and update of Thls nstitution Regulations

oo Seowe U
19! [ platiuns greafitng Banks and Thistt Inalitonons o cmplete tovnion at Ihe State tequiations qoweinng Thoe agencs ot mondated Thn
Wil FeQuite WBATBNLAE B3OS (3 the Mt barking snd thittinstitution rulatiand 1taths 1o Iewnte Ihe i and ta mondtor enloreement,

T Trumetsw Yoo i Tumiing
STATE FUNDS - USERFIES - U S TAEASUHY

T Famed Semmery 800GE TED VEPARTMENTAL ACTIVITY PROJECTIONS

Y. v LYt BV M1 fv N

Mumbor nl Prisonael %0 50 2 n

Foteral Fuinty $ 144000 $ 205000 § 230,000 $ 310,000 $ 345000

Other tunay 40000 16,000 ns00g

St Funds 210000 2,415,000

TOTAL FUNDS “§T434.000 siion . $2729000
AN PN ot w2 e Y .
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,,ZERO-BASE EXECUTIVE DEPARTMENT
NV

OFFICE OF PLANNING ANO BUDGEY ~ Planning Division

BUDGET = [secrion

AGTIVITY PERFORMANCE EVALUATION SUMMARY

Procedures &5t
|n$tfuct|0ns INSTRUCTIONS FOR FORM OPB - PLANNING -518

Form Purposs

This form summarizes, at the activity level, the program evaluation information contained in the program
decision packages. it it important to note that, where potsible, the most important or major items should
be selected for listing rattier than simply listing all previously identified itams.

1. _ Major Objectivels)

- List ©re Major Objectives of the prog ined within this activity as set forth in the program
decision packages,

2. Limited Objuctives o

- Salect only the best or most. itt ive Limited Objectives of the prog! ined within this

sctivity for euch of the levels of eflort containoed in the decision packoges. At lesst one Limited
Objective should be selectsd for each program contained within the activity,

3. Evatuation Measures

~ Select the evaluation measurss fing to the above selectad Limited Objectives for each of the
progrumns contained within this activity.

—~ Project the expected of each for F. Y. 1977 and each of the levels of funding contained
in the F. Y. 1978 decision packages,

{Attach additional sheets if necessary)

oate _ Rev. 6776 | IPAGE 28 | I OPB : Planning : 518
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ACTIVITY PERFORMANCE EVALUATION SUMMARY

OPB - PLANNING - 518
CERY 0T ZERO-BASE BUDGET REOUESY OPB - Planning - 51
ACTIVITY EVALUATION SL ¥
LANKING ) Essrunenen

1. MAJON ORIECTIVE IS}

Tonesmmns mvory Suns Lhuu-um & Thahy lmm-nuM‘nnMI—mumw eabgets ol raquerts {0+ sstablisheng new btinstiant. To vpdem
Fogrlations governing major henks and theift metrty L,

A

Muionen Obys rivwe Lovel
1.na-Muluumwmll#mhmmmmF V 1977 0nd 10 pverage four wasks Mvesgation biee por QUIR (0f AW e 97 J0nded itITUbONC.
To rovewe snd updsw SON of the

8. Custont Obporvve Losatlsl
Toasaomune 33% 61 ot bashs and 100% of & theit t srstitwivang dunieg F. ¥, 1977 and te sverags wo wesks ivamtoge!1ON L1 pet roxmnt 16 new ¢ sxpended inatitutions,
To 1w and updase SO% of the regui 101 poverning benas and N1 igtityireny

€, 1moreved Dupewse Losatted

hmn-mlhnhnu—unImuunnununummql Y. 1977 0nd 10 ovetogs ot waek imwstigabon fiee pev (equest e aaw of Eapended lackites, Ta
fovew ond ta update 100% i the

T AVALUATION WASURET (R (XX v, ’
'A‘,,- . | Corront Oupects | Miniom n-’:m- &-’n.'l :‘»m-- 1.,..‘ s'g.'-n- .....:.J l::” Obps.
% o Banks Espmined 95 0 25 Lo
N of Thrihy nsututimms £ omuned 100 “ 100 100
ol Bank Reyuistrers Beviewnd and Updated 0 " » 111 100
ol Thid) tngututdn Roguistions Revewed
i Updorad 20 40 50 ] 100
B Werhsoed I thaency Messurry
Avermg Cont par Bond £ samaation 1.8 42180 32810 $2,500
Averige Cost 149 3 Neitt Inatriution Eamenenan 138 1462 11 0
My How Cast 18 Update Bank Regulstions 1520 1n4a 11560 man 11120
Man Howt Cast te Updaty Thistt Imtruton
tony no mau mxn 115,68 124
i
29
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ZERO-BASE | e o ocer - s tiin
BUDGET SECTIoN

ACTIVITY FINANCIAL SUMMARY

Procedures &5t
Instructions | mstaucrions Fon rormoresuocer.sz

Form Purpose . . N
This form is a summary of sub-objects, objects, sud fund of the Decision Package Ranki Forms,
supported by the decision packages, for a entire lu:ﬂvny.

— Show amounts by categories listed for F. Y, 1976 Actull F.Y. 1977 Budget, and F. V. 1978 mquumd.

F. Y. 1978 raquasted is divided into threa funding levels ized from the d
— Amounts for F, Y. 1977 should be identica! to the Annual Operating Budget to includk di
thersto approved by OPB since tha beginning of the Fiscal Year.
[XALL ZERO BASE BUDIET REQWEST ) OFB - Buiye! - 52
) ACTIVITY FINANCIAL SUMMARY
BANKING. Etannation
[ e Ut e -
v F.Y 1073 F.Y. 1010 AMEOUE3ITEID
omRCTIUNDS R aoret [ e~ "‘12." il B vl PR A EN

Powtarr A (horige uad Pastrans “ [ 3 [ 1]

A TOTAL PLASOMAL STRVICET 709.000 250,000 B £80.000 mmo 115.000 1,000,000

[T Morm Vomate £ spomies ont Repas — {_ %000 | 00 75000 31,500 1,000 47,500
1_fygos and Mosmrivie 62,000 74,000 45,000 20.6% 70,000 7
1_fAopury 9969 100 15,000 : 1500 |
i 00 e — I oo T vomo 4000 CX
§_ Posmr, Woter, Moteel Gag 21000 <00 45,000 4690 43000 _ |
& Rorm 10000 1248 20,000 8000 3,000 o0
T tstanes and Bandeng

4 Wertmen' Andomnine
8 __Ovonet fonetvin

19 Terwen pnd

11 Gianm tw Commtios o¢ Gt

17 Avmrimonts vy Mot By T 1w 175 450 10 [} it

- 11 owe Comonrg Goprm 10.000 000 11t

1a_tvnomonsry {apanems
s MEGULAM OPERATING EXPENSES 1aad 1 VAL 114,000 129 000 186490 8110 15.408 777898
LT E 1 P B A O . IO M-
©__MOTDA vEMICLE EOUIPMENT PURCHASIE 44,000 15,000 ] 14841
FUBLICATIONT AND PRINTING 00 68.000 45 000 7060 150 z
TGO NT FUNCHATIY 557 ¥ WO | Sp0 |
000 000
000 000

S .

‘[

PR OUMAND FEIT
COMPUTER CHARGES F)
O THER CONTRACTUAL T XPENSEY
AUTHOM TY LIASE RINTALD
X_GENINAL OSLIGATION BONOY
L CAriar OUTtAY 2000 |

14 LIETOTMER DRILETS

z[ole]~

L N S S— —
2000 |

j

|

l

I

I

1AL £ XPENOI TUAES 1And & M) 1318000 | 1434000 1,087492 397250 106757 1626000
e o e e s < Te—] e i——————
136 000 136.000

T tnps 175 500 144,000
OTMLR FUNDL T30 4l
E TR0 [ 170000 3 T00 000
ATATE GINE RAL tUNOL 1T 1750 000 914437 EIEA LECX 1Y)

DATE Rev. 6/76 ‘ IFAOE 30 I l OPB - Budget - 52
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ZEROQO-BASE [ccurive ocrantment -
OFFICE OF PLANNING AND BUDGET ~ Budget Division
E:;':g dEl-lll.' es & " SUDGET uniT OR DEPARTMENT suMMARY
SUBiECT
Instructions | wsraucrions ron rommors - suocer - s

Form Purpose

This form is a summary of objects nnd fund sources of the Activity Financial Summaries for sach Budget Unit,

if an agency has more than one Budget Unit, and for the entire Department. The F. Y. 1976 Actual Co'umn
should be par the Audit Report.

— Show smounts bycatoooncs listed for F. Y. 1975 Actual, F, Y, 1976 Actual, F, Y, 1977 \Pudget, and

F.Y. 1978« F. Y. 1978 Req d is divided into three funding levels summarized from the
Activity Financial Summaries.

~ Amounts for F, Y. 1977 should be identical to the Annual Operating Budget to include amendments thersto
a.peoved by OPB since the beginning of the Fiscal Year,

£y 1a78 ERO BASE BUDGET REQUESY 0FB . Budoe1 60
SUDGE T UNYT OR OF PARTMENT SHMMARY
PRUCIS——_ .- L

Ut et

L athndd
+ ¥ s (AAl1] Y -2 F Y 19710 RJOUESLY -]

T IBNOR Acnat acwn Muspreg [ MG Lomei | Cummationnt [ Inoreemmt PRGN
[T — | w0 __ | w T 1) ) T — %]
A 1OTAL PSmeUm 0L WESvICEa 164 000 521.000 _}_1.01%000 115 000 { 400000 125,000 1.350.000

| a0 300 [~ 349000 L F ] 20000 400,000
192,000 ETE N YO T X T 1Y BT 301000
34601 %00 CY N T [ LT
] 71,000 1200 ©2.000 27,000 000 1 0B |
i3.000 75,500 TS0 T0.000 5600 15,600 33500
YT L Y I T ) O
0000 | 38000 X 74,000 13,00 3500
I OTern ComTRAC YUY saP 10,000 1000 1,000 5000 5,000 0,000
£ aUTnom Ty (a0 ALaTALE
»'—-‘“ OR iGod THON DOMNIM
L CartaL GUTLAY 2000 2050
I mar_Trasom0 |
173 o0 175,00
o0 75 060 15,000
I ATE GRagAAL FLNDR ya 1! 000 T 200 000 1 £50 000 1.151 387 +u%.281 11251 2,000 000
A
o M - igioe SR Y = F ¥ T

o 2mvy o Dot Snany

|_DATE Rev. 6/76 l IPAGE 31 I —[ OP8 - Budget - 60
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CHAPTER V

ANALYSIS OF THE ZERO-BASE BUDGETING SYSTEM
EMPLOYED BY THE STATE OF GEORGIA

Introduction
The purpose of this chapter is to analyze and evaluate
the zero-base budgeting system presently employed by the .
State of Georgia. This investigation of the merits of zero-
base budgeting is divided into three principal sections:
1. A measurement of the acceptance of the zero-base
budgeting system by all budget participants. . e

2. An analvsis of the zero-base budgeting system's
contribution toward a greater degree of management control
than the previou: iicremental budgeting system.

3. An analiysis and evaluation of other problems or

factors relevant to the effectiveness of the zero-base budg-

eting ’s‘yst‘e.m, S e e

Description of the System Analysis

The following investigation techniques were employed
during the analysis phase of this study:
1. Conduct preliminary interviews with selected .

departmental budget analysts;
107

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

135

2. Develop a system questionnaire and distribute it
to all zero-base budgeting analysts;
3. Conduct follow-up interviews with selected depart-

mental budget analysts, department heads, and Governor Jimmy

.

Carter;

4. Conduct a detailed examination of the ;ero-base
budgeting procedures and techniques presently employed; and

5. Review the executive budgets for the State of
Georgia for fiscal years 1972, 1973, and 1974. .

Interviews were conducted with selected ﬁudget analysts
prior to the preparation of the system questionnaire. The »
purpose of these interviews was to determine the problem
areas in the budgeting process which should be investigated.
In addition, preliminary drafts of the system questionnaire

were rcviewed by these analysts prior to the preparation and

distributi of the system questionnaire. A copy of the

éysféﬁvhuestionnﬁifebis presented in Appendix'D.’

The systém questionnaires were sent to the budget ana-
lysts in the twenty-seven departments employing the zero-base
budgeting system. Alsc. system questionnaires were distri-
buted‘to the twelve budget analysts in the Office of Planning
and Budget. Telephone calls were made to each recipient of
the questionnaire prior to or immediately preceding the
initial mailing of the questionnaire. These calls were made
to stress the- importance and confidentiality of the survey.
In addition, a follow-up letter with an additional copy of
the system questionnaire was sent to all budget analysts

108
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.?‘ :~'npproxjmatcly five weeks after the initial mailing in an
‘c(fort toyimprovc the response to the survey. Samples of the
original transmittal letter and the folléw-up letter are pre-
sented in Appendix [ and Appendix F,‘respectivcly.

Thirty-two system questionnaires were completed and
returned by the budget ahalysts. This represents a respcnse
rate of 82%.

The Survcy compares the responses of the budget analysts
in three ways. The first comparison separates responses of
budget analysts in the operating departments from those of
budget analysts in the O{fice of Planning and Budget. This
separation was accomplished by marking "OPB" on the question-
naires sent to the budget analysts in the Office of Planning
and Budget. The purpose of this comparison was to evaluate
the views of both types of budget analysts in regard to the
zero-base budgeting system. A summary of the responses

“arranged in this manner 'is presented in ‘Appendix G.” T 7

The sccond comparison differentiates between the
responses of the departmental budget analysts present during
‘the implementation of zero-basé budgeting and the responses

ff' of the budget analysts who were not. The differentiation
was accomplished by asking each participant to mark ;hg‘
appropriate box on the top portion of the questionnaire.
This separation was done in order to compare and evaluate
the views of (1) those budget analysts experienced in both
the incremental and zero-base budgeting systeﬁs employed in
the State of Georgia, and (2) budget analysts who have worked

109
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fdhly with the zero-base budgeting system. A summary of the
responses arranged in this manner is presented in Appendix H.
The fina} comparison separatcs.the resbonses of the
departmental Budgcf analysts based on the relative size of
the department. This was accompiished by asking the budget
analysts to check the appropriate box represénting the amount
of state funds allocated to his department in the-previous
fiscal year budget. The options given were (1 greatef than
$100,000,000, (2) grbater than $10,000,000, (3) greater than
$5,000,000, or (4) less than $5,000,000. This separation was
made to determine whether the effectiveness of the zero-base
budgeting system is affected by the size of the department.
A summary of the responses according to relative size of the
departments is presented in Appendix I.
The overall results obtained from the system question-
_ naire-are contained in Appendix J. In addition to merely
“amswering the multiple-choice questions in the system
questionnaire, many budget analysts volunteered comments of
their own. ‘These comments appear in Appendix K.

After the results of the survey were tabulated and
éummari:ed, follow-up interviews were conducted with selected
hudgct‘analysts and department heads. The purpose of these
interviews was to review the findings of the survey with the
- participants‘and their superiors in an effort to get a better

understanding of the survey results. Also, a meeting.was

held on January 7, 1974 with Governor Jimmy Carter and Mr.

Clark Stevchs; Head of the Budget Bureau of the Office
110
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of Planning and Budget, to discuss the findings of the
survey. .

In addition to the system questionnaire and personal
interviews, a detailed examination was made of the zero-base
budgeting procedures and techniques presently being employed.
This involved not only a thorough inspection of zero-base
budgeting manuals and instructions distributed statewide, but
also an examination. of the various departmental instructions
and techniques as well.

The final invcstfgative technique employed was a review
of the»executive budgets for fiscal years 1972, 1973, and
1974. Executive budgets are the proposed budgets submitted
by the Governor to the General Assembly of Georgia for their
consideration and approval. This was done in an effort to
determine quantitatively whether there had been a shifting

of financial resources as a direct result of the implementa-

year 1972 represents the last executive budget prepared under
the incremental budgeting system. Executive budgets for

fiscal years 1973 and 1974 reflect the allocation of resaurces

under the new zero-base budgeting system.

Personnel Acceptance of Zero-Base Budgeting

This phase of the analysis'is concerned with the degree

‘of acceptance of the zero-base budgeting system by budgeting

personnel in the State of Georgia. 1In order for any new

system to be successful, it must have the acceptance and
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confidence of the personnel who are responsible for adminis-
tering the system. Acceptancé will, in turn, depend upon the
consideration given to human factors during the planning and
implementation stages of the new system.

In their book, Financial Information. Systems: Theory

'; .and Practice, James B. Bower, Robert E. Schlosser, and Charles
T. zlatkovich introduced the hﬁman factors principle of sys-
tem design. This principle states that the design of a sys-
tem should be consistent with the applicable human factors
since people are respohsible for the effectiveness of the
system.l' The term human factors includes aillthose person-
ality traits that consciously or unconsciously shape the
system as finally designed.2

For convenience in examining the effect of those human

~ factors affecting the acceptability or unacceptability of the

| zero-basc budgeting system, two levels of management are

distinguished: top management and middle management. Top
management consists of the Governor and department heads.

The term, middle management, is used in referring to budgeting

personnel at lower organizational levels within the depart-

ments. In addition to the two levels of managemént mentioned,

the attitudes of the budget analysts in the Department of

S 1 james B. Bower, Robert E. Schlosser, and Charles T.
zlatkovich, Financial Information Systems (Boston: Allyn §&
Bacon, Inc., 1970), p. 15Z.

2

Ibid., p. 153.
112
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Planning and Budget concerning the zero-base budgeting system
are presented.

Management's Acceptdnce of
ero -Base Budgeting

The purpose of this section is to examine top.manage-
ment;s attitudes concerning the zero-base budgeting?system.
"It is axiomatic that the wholehearted support o% top manage-
ment is required for system acceptance and success. Middle
management andmﬁaﬁ:supervisory employees are quick to take
their cue from the attitudes that flow downward.”s'

The zero-base budgeting system does have the ?ull sup-
port of Governor Carter. This is evidenced by a st%tement
made by the Governor during an interview: "I thinkfour
zero-base budgeting system is great for managemeht’% decision-
making. . . .Zero-base budgeting, iq itself, has-giben me an
'gx;remeiy“valuable_method by which I can understand what
happens dcebﬂin a depértment."4

However, the Governor's strong support of zero-base
budgeting is not shared by many of his department heads. Of

thirteen department heads interviewed during this survey,

oniy two indicated strong support for the zero-base budgeting

3James B. Bower and J. Bruce Sefert, '"Human Factors in
System Design,' Management Services, II, No. 6 (November-
December, 1965), p. 47. .

Governor Jimmy Carter, interview held in the Governor's
Office, State Capltal Building, Atlanta, Georgia, January 7,
1974.
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'system. The other department heads expressed varying degrees

of dis;atisfaction'with the new budgeting system. )

Much of this dissatisfaction with zero-base budgeting
stems [rom the way in which it was originally presented and
later imp;emented.- Covernor Carter was interested in a budg-
eting system which would enable him to examine the state's
expenditures in det&il. After heafing of Peter Phyrr'é
article concerning zero-base budgeting, Governor Carter
invited Mr. Phyrr to Atlrnta to discuss the budgeting system.
Mr. Phyrr was later employed as a consultant to implement the
zero-base budgeting system ;n the State of Georgia.

After the decision was made to implement the new budg-
eting system, Governor Carter held a series of meetings with
his departmeﬁt hcadsvto explain the system and the reasons

for its adoption. Although Governor Carter is to be commended

heads, tﬂe fact that they had no input into the original
decision to adopt the zero-base budgeting system most cer-
tainly had a detrimenfal effect on their attitudes.

Another factor contributing to less than full support
of zero-base budgeting by department heads concerns the
political framework existing in the executive branch of the
government of the State of Georgia. Individuals can become
department heads in one of three ways: (1) appointment by
the Governor, (2) appointment by a state committee or board,
and (3) selection by the electorate of the State of Georgia

in a statewide election. In a situation such as this, it is
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149



O

ERIC

Aruitoxt provided by Eic:

" management met with the disgruntled department heads to

[SS

142

) . .
s'extremely difficult for a Governor to receive the whole-

hearted support of his department heads for his programs.
Some evidence of a breakdown in support is evidenced by thd

fact that several department heads went directly to the © :

budgeting session of the legislative branch to request moré

funds than allotted to their departments in the executive
budget. ' : %
The method of selecting department heads created‘many9‘
broblems during the implementation stage of zero-base bukdg--i
eting. All of Mr. Phyrr's budgeting experience was with
Texas Instruments, Inc. There, department heads eithér con?

form to the directives of top management or take the risk o?

béing replaced.

This management environment can be illustrated by a

situation that occurred at Texas Instruments, Inc. during }

_the first, few weeks of zero-base budgeting. During the pre-

paration of decision packages, many department heads com-

plained that it was virtually impossible to prepare decisidﬁ
packages for each function which reflected a level of effort
below the current level. In view of these complaints, high?r
explain that the preparation of decision packages represent}
ing a minimum level of effort does not necessarily result i%
a reduction ih their budget. The department heads were the%
informed that if they still felt they were unable to prepare
these decision packages, then a replacement would be found i
who could do the jqb. Co;sequently, decision packages

115

150



O

ERIC

Aruitoxt provided by Eic:

143

representing a minimum level of effort were prepared for each
function participating in the zero-base budgeting process.
However, when Mr. Phyrr encountered this type of resis-
tance by department heads in the State of Georgia, he was
often unable to change their views regarding the new system.
This should not be considered a criticism of Governor Carter,
Mr. Phyrr, or any other individual; rather, it was a result
of the political framework existing in the executive branch
of the government. Consequently, much of Mr. Phyrr's efforts
to establish a budgeting system similar to that at Texas
Instruments, Inc. were thwarted by the department heads.

Departmental Budget Analysts' Acceptance
of Zcro-Base Budgeting

This section examines the degree of acceptance of the
zero-base budgeting system by departmental budget analysts.
This analysis is based on results obtained from the system
questionnaire and personal interviews with departmental
budget analysts both before and after the distribution of
the system questionnairc.

) It is the premise of this analysis that the views of
middle management regarding the new budgeting system can be
adequately represgnted by the responses of the departmental
budget analysts. These analysts assist each activity within

the departments with their budget preparation. In fact, many

SPetcr Phyrr, interview held during meeting of the
International Conference of the Planning Executives Insti-
tute, New York Hilton Hotel, May 15, 1972.
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9ctivities depend on their departmental budget analysts to
ﬁerform all the detailed work in preparing decision packages.
Also,,the actual rankings of decision packages are greatly
influenced by the departmental budget analysts. Therefore,
it is concluded that.the degree of acceptance by departmen;al
budget analysts is a key variable to the success or failure
of the zero-base budgeting system.

Summaries of the responses to the system questionnaire
are presented in the Appendices. This phase of the analysis
is particularly concerned with the responses of'departmehtal
budget analysts regarding questions pertaining to their
perception of:

1. The‘involvement of department heads in the zero-
base budgeting process.

2. The involvement of first-line supervisors in the
zero-base budgeting process.

3. The adequacy of the planning phase prior to the
implementation of the zero-base budgeting System.

4. The adequacy of the instructions pertaining to the
zero-buse budgeting system.

5.
prepare decision packages.

6. The degree of feedback regarding changes in depart-
menzal and activity decision package rankings.

7. Tﬁe effect of zero-base budgeting on the quality

of management information. -
117
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8. The reallocation of financial resources as a result
of implementing the zero-base budgeting system.
9. Opinions of the zero-base budgeting system and its

future applicability in the State of Georgia.

Involvement g£ Department Heads. The involvement of

department heads in the zero-base budgeting system as per-
ceived by departmental budget analysts is the subject of this
first section. Table 1 presents a summary of the responses
by departmental budget analysts regarding this question. .
Over half (56%) of the respondents indicated there had

been no increase in the involvement of department heads in
budget formulation as a result of implementing the zero-base
budgeting system. While it is encouraging to note that no
respondent indicated a decreasc in the involvement by depart-
ment heads in the new budgeting system, it is equally dis-
couraging that such -a high proportion felt there had been no
increase in their involvement. In view of the increased
efforts required of budget analysts in preparing the budget,
any feelings they may have regarding a lack of support from
their department heads would have a detrimental effect on the
effectiveness of the new zero-base budgeting system.

| Thé findings do indicate greater involvement on the
part of depaftmcnt heads in a number of departments. It can
therefore be concluded that while the budget analysts' per-
ception of department head involvément in the zero-base
budgeting process is less than had been originally expected;
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there has been an improvement in the éegree of'involvement of
depaftment heads as a result of the zero-base budgeting
system,

TABLE 1

INVOLVEMENT OF DEPARTMEN. HEADS AS PLRCEIVED
BY DEPARTMENTAL BUDGET ANALYSTS

Did the agency head become more involved in budget
formulation after the implementativn of zero-base budgeting?

Percentage of Respondents

Not
Total Present During Present During
Implementation Implementation

a. Much more

involved 22% 18% 33%
b. Slightly more .

involved 22 23 17
c. About the

same 56 59 50
d. Slightly less. :

involved .0 0 0
e. Much less

involved 0 0 0

100% 100% 100%

Total Number
of Respondents (23) (17) (6)

Involvement of First-Line Supervisors. The degree of

involvement in the budgeting process by first-line super-
visors as perceived by departmental budget analysts is given

119
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in Table 2. The term "first-line supervisors pertains to

all supervisory personnel below the department head level

éctivcly engaged in the budgeting process. This would

include all activity managers and in some cases would include

the supervisor of a large function. -
TABLE 2

INVOLVEMENT OF FIRST- LINE SUPERVISORS AS PERCEIVED
BY DEPARTMENTAL BUDGET ANALYSTS

Did first-line supervisors become more involved in
budget formulation after the implementation of zero-base
budgeting?

Percentage of Respondents.
Not
Total Present During | Present During
Implementation Implementation
a. Much more
involved 44% . 47% 33%
b. Slightly more’ ]
involved 17 12 33
c. About the
same _ 39 41 34
d. Slightly less
involved 0 -0 0
e. Much less
involved 0 4] -0
100% 100% 100%
Total Number
of Respondents | (23) : 7 (6>
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In-general, it can-be concluded that most departmental .
budget analysts believe there has been a greater degree of
involvement in budgetr formulation by first-line supervisors
under the zero-base budgeting system. All departmental
participanté in the survey agreed there has heen no decrease
in the involvement of first-line supervisors in the budgeting
procésé. While a number of the respondents (39%) expressed
the opinion that there has not been 2n increase in the
involvemeﬁt of firsf-line supervisors, the majority of the
respondents (61%) indicated more involvement as a result of

the zero-base budgeting system.

Adequacy of the Advanced Planning Phase.  In order to

insure the success of any new system, there must be adequate
planning prior to 1its implementation. The adequacy of the
advénced planning phase of zero-base budgeting as perceived
py departmental budget analysts is given in Table 3.
- These findings indicate considerable doubt on the part
of those individuzls responsible for preparing the budget as
to the adequacy of the planning phase prior to the imple-
mentation of the new budgeting system. Typical comments from
survey participants were: "The system was designed for
industry and not state government.' “Each agency should have
wod time +0 work with the system to test it befeore it was
inplemented."” (Appendix K).

The adequacy of the planning prior 7o the implementation
of the zero-base budgeting system is examined in a later
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" section of this study. The important point to note here is
that most of the budgeting personnel in the lower orgariza-
tional levels belieVe the advanced planning phase was
inadequate. This would most certainly have a detrimental
effecf on their performance during the first year of f%he new
system.

TABLE 3
THE . ADEQUACY OF THE ADVANCED PLANNING PHASE

-OF ZERO-BASE BUDGETING AS PERCETVED BY
DEPARTMENTAL BUDGET ANALYSTS

Do you feel adequate advanced planning on the part of
the Budget Bureau was conducted before implementation of the
new zero-base budgeting system? .

. Percentage of Respondents
Not
Total [Present During Present During
Implementation Implementation
a. Yes 17% : 18% 17%
b. - No [N 65 . . 64 [ VP .66., e aren
c. Uncertain 13 18 ' 17
100% 100% 100%
Total Number
of Respondents (23) (17) (6)

Adeyuacy of the Budget Instructions. A preraquisite

for an effective and efficient budgeting system is the pre-
paraticn of adequate instructioas regarding how the job
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should.-be performed. .. An. excellent budgeting. system.can fail ... ...

becanse individuals charged with the responsibility of pre-

paring  the budgat are given inadequate instructions. The
opinions of departmental budgetlﬁﬁhlysts regarding tﬁe ade-
quacy of budget instructions duriné"thc first year of zero-
base budgeting and the adequacy of the present hudget
instructions are presented in Table 4.

It is evident that there was some dissatisfaction with
the origi;al zero-buse budgeting instructions. Of those
departmental budget analysts who were present during the
first year of zero-hase budgeting, over half (53%) indicated
that instructions were inadequate. This dissatisfaction with
the originallbudgct instructions is illustrated by this com-
ment from a departmental budget analyst:

Instruczioﬁg:@orevboorly prepared. There were
contradictions in information given by the Budget
Bureau during preparation and final analysis. There

was a lack of knowledge as to requirements by the
Budget Bureau. (Appendix K).

It is ‘also evident that'thefempresently'exists”general
satisfaction with the current budget instructions. Eighty-
three percent of all departmental budgeting analysts partic-
ipating in the survey‘indicated they now have adequate

instructions to prepare a zero-base budget.

The Availability of Cost Data. The availability of cost

41ta necessary fc. proper preparation of a budget is essential
to any budgeting system. The opinions of departmental budget

analysts regarding the adequacy of cost data for decision
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package preparation both in the first year of zero-base

budgeting, and presently are given in Table 5.

TABLL 4

ADEQUACY OF THE ZERO-BASE BUDGETING INSTRUCTIONS
AS PERCEIVED BY DEPARTMENTAL BUDGET ANALYSTS

Do you feel you received adequate instructions during

the first year of zero-base bud

your budget requests?

geting to properly prepare

Percentage of Respondents
Not
Total Present During Present During
~Implementation Implementation
a. Yes 48% 41% 66%
b. No 43 53 17
c¢. Uncertain 9 6 17
1005 100% 100%
Total Number
of Respondents (23) (17) (6)

Do you feel you presently have adequate instructions as

to how to properly prepare a decision package?

Percentage of Respendents
' . ‘ Not
Total Present During Present During
Implementation Implementation
a. Yes 83% 82% 83%
. No 13 12 17
¢. Uncertain 4 6 0
1013 100% 100%
Total Number
of Respondents LA}ZS) (17) (6)

BL-802 O =77 - 11
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"TABLE 5

AVAILABILITY OF ADEQUATE COST DATA FOR
DECISION PACKAGE PREPARATION AS
PERCEIVED BY DEPARTMENTAL
BUDGET ANALYSTS

During the first year of operating with the zero-base
budgeting system, did you have adequate cost data available
to properly prepare a decision package?

Percentage of Respondents

{

Not

Total Present During ; Present During

Implementation | Implementation
a. Yes 30% 20% ! 33%
b. No 65 71 50
¢. Uncertain S 17
100% 100% 100%

Total Number

of Respondents (23) (17) (6)

Do you feel
necessiary to prop

you presently have adequate cost data
erly prepare a decision package?

Percentage of Respondents

Not

Total Present During Present During

Implementation Implementation
a. Yes 65% 53% 100%
No 30 41 0
¢. Uncertain 6 0
100% 100% 100%

Total Number

of Respondents (23) (17) | (6)

One conclusion to be derived from these findings is

that a high proportion (71%) of those departmental budget-
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nnnfysts present during the first year of zero-base budgeting
felt the cost data available for budget preparation was
inndcqnufe. ~As a result, a large amount of cost allocation
occurred which adversely affected the oﬁerations of the new
budgeting systent.

It can be concluded that there has been a substantial
increase in the availability of cost data since the first =
year of zero-base budgeting. gixty-five percent of the
respondents indicated they presently have adequate cost Jata
for preparing decision packages. N

liowever, many departmental hudgét analysts (30%) are
still dissatisfied with fhe availability of adequate cost
data for decision package preparation. This problem is

examined in greater detail in a later section of this chapter.

I'eedback Regarding Changes in Decision Package Pre-

paration. This section of the analysis is concerned with the
opinions of departmental budget analysts regarding the amount
of feedback they receive when decision package rankings are
changed at higher organizational levels. A more comprehen-
sive examination concerning the degree of feedback existing
in the zero-base budgeting system is presented in a subse-
quent section of this chapter. Table 6 presents the opinions
of departmental Budget analysts regarding the adcqﬁacy of
feedback pertaining. to changes in decision package rankings.
It is interesting to note that all the unfavorable

responses (36%) came from those budget analysts who were
126 ‘
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present during the original implementation of zero-base
budgeting. This might well indicate that much of the dis-
satisfaction with the Jdegree of feedback results from experi-
ences in the new s;stcm s first )ear In any case, there
st111 e\1>t> some dissatisfaction with the degree of feedback
regarding changes in decision package rankings. Certainly
this is not an 1nsu1mountab]e problem and an effort should be
made to improve the feedback at every organizational level.
TABLE 6
ADEQUACY Ol FEEDBACK REGARDING CHANGES IN

DECISION PACKAGE RANKINGS AS PERCEIVED
BY- DEPARTMENTAL BUDGET ANALYSTS

After your agency has submitted its decision package
rankings for 2xecutive review, were you notified of any
changes in these rankings and the reasons for the change?

Percentage of Respondents

i Not
i Total | Present During [Present During
| | Implementation |Implementation
i !
a. Always o35t | 20% 50%
| 1 .
b. Most of the time | 39 | 35 50
‘¢c. Seldom 9 i 12 ’ 0
d. Never — 17 | 24 0
1
100% ; 100% 100%
L i
Total Number o :
of Respondents (23) } (t7) (6)
127
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Quality g£ Management Information. One of the proposed

benefits accruing from the use of a zero-base budgeting sys-
tem is un increase in the quality of management information.
The purpose of this section of the analysis is to examine the
opinions of départmental budget analysts as to the success or
fuilure of zero-basc budgetirg in fulfilling this objective.
The quality of management information under the new budgeting
system as perceived by departmental budget analysts is pre-
sented in Table 7.

Many respondents (39%) indicated no improvement in
management information as a result of using zero-base budget-
ing. However, it is equally important to observe that over
half (61%) indicated an improvement in the quality of manage-
ment information.

In addition, there is apparently a great deal of dis-
agreement between the two classes of departmental budget
analysts participafing in the survey. Those analysts present
during the first year of zero-base budgeting indicated a much
greater degree of dissatisfaction (47%) with the quality of

management information than did the #nalysts who did not

participate in both budgeting processes (17%).

It can be concluded that the zero-base budgeting system
has had limited success in improving the quality of manage-
ment information as perceived by departmental budget analysts.
This problem is examined in ﬁore detail in a subsequent

section of this chapter.
128
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TABLE 7

QUALITY OF MANAGEMENT INFORMATION AS PERCEIVED
BY DEPARTMENTAL BUDGET ANALYSTS

All good budgeting systems generate information for

management planning and control.

What effect did the zero-

base budgeting system have on the quality cf management
information as compared to the previous incremental budgeting .

system,

Percentage of Respondents

!

! “Not o
Total * Present During {Present During
 Implementation Implementation
a. fQuality of manage- :
ment information : -
substantially :
improved 13% 12% 17%
b. Quality of manage- :
ment information )
slightly improved 48 { 41 66
c. About the same as i
before 39 | 47 )
d. Quality of manage-
ment information ! .
decreased slightly ! c ! 0 0
e. Quality of manage- |
ment information i
substantially 1 L e e e e e ekl e g
decreased 0 | 0 0
' i 100% |  100% 100%
Total Number ;
of Respondents (23) } (17) (6)

The Reallocation

of Financial Resources. 'Another pro-

posed benefit accruing

budgeting system is a morc efficient allocation of the State's ~

financial resources.

from the installation of a zero-base {a

*

The purpose of this section of the

analysis is to present the opinions of budgeting personnel

regarding the capability of the zero-base budgeting system
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to reallocate fuads among functions within the departments.
An anglysis as to whether there huas actually been d more
¢fficient allocation of financial resources as a direct
result of implementing zero-buse budgeting is presentea in a

subsequent section of this chapter. The effectiveness of

‘zero-base budgeting to reallocate financial resources as per-

ceived by departmental budget analysts is shown in Table 8.
TABLE 8
THI. EFFECTS OF ZERO-BASE BUDGETING ON THE REALLOCATION

OF THE STATE'S FINANCIAL RESOURCES AS PERCEIVED
BY DEPARTMENTAL BUDGET ANALYSTS

hid the implementation of the zero-base budgeting sys-
tem cause a shifting of financial resources among functions

in your agency? . <

Percentage of Respondents

Not ‘
Total | Pre: «xt During | Present During
Implementation | Implementatiocn

a. Large shifting
of financial
resources 0% 0% 0%

b. Some shifting
of financial
resources 17 "0 67

-

c. No apparent
shifting of
financial
resources 83 100 33
d. Uncertain 0 0 0
100% 100%° 100%
Total Number
of Respondents (23) (17) (6)

The most surprising finding of this survey concerns the

responses from those departmental budget analysts present
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ddring the original implcmentation of the zcro-base'budgcting
system. Seventeen out ot seventeen respondents (160%) indi-
cated there had been no apparent shifting of financial
resources between functions as a direct result of the new
budgeting system.

One of the major selling points of zero-base budgeting
is its presumed ability to shift resources to those areas
where they are most neceded. It is evident that most survey
participants believe that a shifting of resources has not
occurred, much less a more efficient shifting of financial
resources. In view of the increased effort required in pre-
pating a zero-buse budget, it is understandable why many
budget analysts feel they are conducting "an exaercise in

futility."

Opinions Regarding Future Use of Zero-Base Budgeting

System. The purpose of this section is to examine the Vviews
of departmental budget analysts regarding the ze¢ro-base
budgeting system and the feasibility of its future use.
Table 9 presents a summary of the responses of idepartmental
budget analysts regarding the advisability of continuing the
zero-base budgeting system in the State of Georgia.

There are three major conclusions that can be made from
the analysis. The first concerns the relatively hLigh percent-
age (78%) of respondents recommending the continued use of

zero-base budgeting in some form. This is somewhat surprising

as most of the preliminary interviews with budget analysts

indicated a great deal of dissatisfaction with the new
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TABLE 9

OPINTONS OF DEPARTMENTAL BUDGET ANALYSTS RFGARDle
THE FUTURE USE OF ZERO-BASE BUDGETING

This study is very interested in your opinion of the
zero-bhase budgeting system. Which of the following alterna-
tives do yeu feel !s in the best interest of the State of
Georgia?

Percentage of Respondents

- Not .
Total | Present During| Present During
Implementation| Implementstion

a. Continue the zere-
base budgeting
system substan-
tially as it

operates today 18% 33%

™~
({8 ]
e

base budgeting
system with some
major modifica- .
tions 43 35 67
¢. Continue the zero- -

basc budgeting
system except that
it not be employed
every year 13 14 0

d. Disceortinre tha
zero-baose budget-
ing system - 22 29 n

100% 100% 100%

Totai Number =
of Respordents (23) (17) (6)

budgeting system. This dissatisfaction was also reflected,
to a lesser degree, by the responses to vavious quéstions in
the system que:sticnnaire.

There appear to e two reasons for this apparent
inconsistency. The first is that many Pudget analysts have
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recognized improvement in the budgezing pracess, While
expressing dissarisfaction with mapy rarts of the zero-base
budgeting systew, most analysts céncede-that thuere has been
a basic improvement iﬁ the budgering process as ¢ result of
implementing the new budgating system. The othe¥ Feascn
concerns a desire on the part of most budget analysi-: to
continue the present system rather than having to learn cr
relearn the incremental budgeting syéfém. ‘ »

The second conclusion concerns the degree of depart-
mental budget analysts' dissatisfaction with the zero-base
budgeting procers as it is preseatly emploved. Less than
one-fourth of the respondents (22%) felt the zero-base
budgeting system should be continued substantially as it
przsently operates. Appendix K contains comments and sug-

westions by survey nparticipants pertaining fo improvements
to the present system. The recommendations of this study
regarding improvements to the zero-base budgeting system are
rrescsted 1a Chapter VI,

The third conclusion ctoncerns the disparity of opinions
hetween those departmental budget analysts wvho were present
during the original implementation of zero-base budgeting and
those who were not. The high level of dissatisfaction with
the new budgetiny system as reflected in the responses, of
those analysts present during the first year of zé;é-base
budgeting can partially be attributed to the multitude'of
problems that' occurred during the system's first year of

operations. It was during this period that the effort
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required to Qrcpuré the budget was Qreatest. The more favor-
abie responses given by the analysts not present during the
first year of the new budgeting system implies that the sys-
tem is presently operating more efficiently and much of the

dissatisfaction with zero-base budgeting can be attributed to

" the unplecasant experiences in the system's first year.

Acceptance of Zero-Base Budgeting
" Budpct Analysts in the Oifice

B
§i FTanning gﬁﬁ Budget™

The purpose of this section of the analysis is to

examine the a¥:itudes and opinions of budget analysts in the
Office of Planning and Budget concerning the zero-base budget-
ing system. The Office of Planning and Budget is the staff
department charged with the responsibility  of insuring that
Jdepartments comply with the State's budget directives. In
addition, staff budget analysts assist the departments with
their budget preparation.

The responses te the system questionnaire by staff
budget analysts were generally more favorable regarding the
operations of thc new system than were those. of departmental
budget analysts., A summary of responses ts the system
questionnaire separated as to staf{ budget analysts and
departmental budget analysts is presented in Appendix 5.

The only part of the new budgeting system in whick the
staff{ budget analysts indicated a gfguter degree of dissatas-

faction than did departmental budget analysts concerned the

adequacy of cost data. This is due to the large portion of
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indirect costs appearing in the decision packages. Much cof

ar activity's costs &re indirect in that they are not trace-

“able to a given funct.on. This gives departmental budget

anolysts the opportunity to allocate these costs to decision
packages in such a way us to be advantageous %o their activ-
ity and dépurtment. However, it is their mcthod of allocax-
ing indivect costs that caﬁses additional auditing by staff
budget analysts.

Although it is evident from the results of the system
questionnaire that zero-base budgeting does not have the
wholehearted support of staff budget analysts, it is equally
evident that a good deal of support does cxist for the new
budgeting System. Fifty-six percent recommended continuing
the system substantially as it operates today, 22% recom-
mended continuing the system Qith some major modifications,
and 22% felt the system should be continued but not employed
every year.

The findings indicate that budget analysts in the

Office of Planning and Budget generally believe the zevo-

buse budgeting svstem to be an improvement over the incre-

mental budgeting system previously employed. Note that not
a single staff budget analyst recommended discontinuing the

present budgetiny system.

Management Control

This section of the analysis is concerned with an

evaluation of the effectiveness c¢f the zero-base budgeting
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system as a contribution to increased nmanagement control in
the State of chrgia. "Management control is the process by
which managers assure that resources are obtained and used
effectively and efficiently in the accomplishment of the
organization;S‘objcctivcs."ﬁ‘-Thus)vthe intent of the‘managé-
ment control process is the achievement of planned objectives
as effectively and efficiently as possible within the broad
constraints imposed by strategic planning.

Management control is a total system in the sense that
it includes all aspects of an organization's operations. In
profit-oriented companies, it is concerned with the control
and measurement of the value of outputs-equally with tﬁe
control and mcasurement of the costs of inputs. Included in
the management control system of profit-oriented organiza-
tions would be such opcrﬁtions as sales forecasts and pro-
duction planning and control.

State goverﬁmcnts also have management control systems
that are similar in many respects to those of profit-oriented
companies. However, the two systems differ in some funda-
mental areas. Clearly the principle difference between the
iwo systems is the absence of the profit motive in non-profit
organizations. Whereas the primary consideration for decision
making for a profit-oriented organization is the effect the

alternatives will have on the profits of the organization,

bRobert X. Antheny, Management Accounting: Text and
Cases. 4th ed. (PBomewood, Illinols: Richard D. ITwin, Inc.,
, p. 414,
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the consideration under review by a state government will

:have less precise guidelines and will more likely be deter-

mined by the opinions or preferences of the decision makers.
Another major difference between the two types of

organizations relates to the measurement of outputs. The

harket will evaluate the output of the profit-oriented

organization through the price people are willing to pay for

“its final product. State governments do not have such a

market to evaluate the value of its éutput. While there have
been many models cf input/output analysis for various non-
profit organizations advanced in recent fears, there is still
no method of evaluating the values of these outputs that
performs as well as the pricing mechanism in the open market.

The lack of competition is another principle difference
between the two systems. Without the pressures experienced
in the competitive market-place, state governments do ot
have the same incentive to use resources wisely.

Other differences arise due to the political framework
of state governments. Certainly, restrictions imposed by tﬁe
state legislature often hamper the development of a good
management control system. In addition, many of the grants
received by states from federal agencies have certain
restrictions as to their use.

Finally, there are external pressures wiich will often
adversely affect the statc’;Jhanégement control system.

These pressures come from public review by the news media,
opposing political parties, and the politician's constituency.
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tlected state of ficials are generally in the public spotlight
.

and their actions are subject to a much closer scrutiny than

arc those of managers in business.

Despite the problcems state governments experience in .

. ‘ LT .
establishing a management control system, such a éystem is
essential to the cffective operations of its activities.
State povernments must be aware of every man&éerial technique
available to insure an optimum management controlbsystem,

The purpose of this section is to evaluate the contri-
bution of zero-base budgeting toward a more effective manage-
ment control system in the State of Georgia. This evaluation
is directed toward the ability of this budgeting technique to
satisfy Four basic criteria necessary for effective managerial
control:

1. Does the zero-base budgeting system contribute
tovard a greater degree of control budgeting?
availability of cost data necessary for budget preparation?

3. Does the zero-base budgeting system provide more

‘relevant management information for planning and decision

making?

4. Has there been an improvement in the planning phase

of budgeting as a result of implementing the zero-base budg-

eting system?
138
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Zero-Base Budget ing and Control Budgeting

This section of the analysis is concerned with the
effectiveness of the zero-base budgeting system in providing
for a control budget in the State of Georgia. Robert N.

Anthony, -in his book Management Accounting, defined a control

"“budget as “primarily a control device, since it is a state-
g

ment of expected or standard performance against which actual
i R AT R
For any~budgeting system to be totally effective, it
must provide a method whereby the actual results {output)
obtained during the period can be compared to the planned
objectives of the organization. Corollary to the comparison

of actual joutput versus the planned objectives is an evalua-

tion of the planned (or budgeted) amount of expenditures as

“compared against the actual expenditures incurred during the

period.

Qutput Measurement and Evaluation. The State of

Georgia presently has no effective method of accurately
measuring and evaluating the value of its output against its
planned objectives. This situation is neither unusual nor
unexpected as most functions of state government (or other
nonprofit institutions, for ih?t mattef) fall in the category

of discretionary, or managed, cost areas. In discretionary

cost areas, "it is not usually practicable to set financial




O

ERIC

Aruitoxt provided by Eic:

167

standards and measure performance against these standards

 because the output of these activities cannot usually be

mecasured in financial tcrms.'f8

This should not be interpreted as mcnning.thc State has
no quantitative measurement of its output. To the contrary,
many functions of government'are susceptible to very ‘accurate
measurement. Examples of this would be the number of miles
of new highways bhuilt, the number of people receiviﬁg welfare
payments, and the number of state income tax forms processed.
However, without the valuation tcchn}ques available in‘the
open market-place, the value of these outpits is virtually
impossible to determine. Who is to judge whether the
resources applied in building a new highway arec more or less
"valuable' to the pcople of the state than resources directed
toward }ncreascd welfare payments?

In the State of Georgia, the decision regarding the

allocation of state financial resources originates from-

mectings between the governor and his department heads. The

decisions reached in these mectings are submitted to the
state lggiélaturc in the form of an executive budget for its
cdnsiderntion‘and approval. After the budget is approved, it
then represents the annual goal of the various dgpartments"

and activities within state government.

8Robert N. Anthony, John Dcarden, and Richard F. Vancil,
Management Control Systems: Text, Cases, and Readings,
Révised ed. (Momewood, Illinois: Richard D7 Irwin, Inc.,
1972), p. 205.
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Therefore, the "effectiveness'" of the state departments

bv_and activities must be measured by the degree to which the

- goals of the povernor and the legislature have been satisfied.

Effectiveness is a measurement predicated on the accomplish-

ment of established goals and is generally concerned with

some form of output. Robert N. Anthony referred to the
effectiveness of a manager as ". . . the extent to which he
9

produces the intended or expected results.” This measure-
ment is conducted at the end of the fiscal year when the
governor meets with each department head gnd cvaluates the
effectiveness of his agency.

The zero-base budgeting system has made no direct con-
tribution toward the measurcment of effectiveness in state
government. There are two reasons for this. First, there
is no financial meusurement of output in cither the budget
document or the reports reflecting the results of operations
for the fiscal year. Without such information, a financial
analysis of deviations of actual operations from planned
operations is impossible. Secondly, thé‘presént practice of
comparing actual results against the established goals
appearing in the budget is neither new nor a result of zero-
base budgeting. To the contrary, executive rcvieonf the

operations of state depurtments has been in effect for many

years.

JRavert N. Anthony, John Dearden, and Richard F. Vancil,
Managenent Control Systems: (Cases and Readings, (Homewood,
Thoi<:  Richard D. Irwin, Inc., 1965), p. 108. :
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The zero-base budgeting system has made an indirect
contribution to the process of measuring the effectiveness df
state operations. Althdugh the c?uluution process has not
changed, the method by which goals are established has been
tmproved with the adoption of the zeru-base budgeting system.

" Unéder the old incrementul budgeting system, department

and activity goals were very broadly defined. This was a

result of the emphasis placed on costs during the preparation

of the incremental budget.. Under this budgeting system, the
primary emphasis was directed toward costs by expenditure
category rither than on thé functions to be performed.

The rew =ero-base budgeting system places more of its
emphasis on functions rather than on costs by expenditure
category. Individual budgets continue to be prepared at the
activity level, but the new system now requires ecach activity
to identify its primary functions. Decision packages aré
rcquiréd for each function pcrformed, Activity managers
djscovcred that, for the first time, they had to justify in
writing to top management what they were doing and the
applicahle costbof doing it.

This new system also had its ecffect on the department
managers. In order to rank the decision packages from the
adtiivities, they had to examine each decision package and
decide upon its rclative contribution to the goals of the

departrient-and the state. [t was this process of evaluation

 nnd vranking by both the activity manager and the department.. . ., . ..

head "that brought.:about a more precise understanding of the
: s C P g
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funcflons presently being performed and helped determine the

goals for the next fiscal year.

“Input Measurement and Evaluation. In contrast to ;he

difficulties in attempting to meisure the value of outputs .
produced by the state, the measurement of input costs is both
practical énd neccssafy to the state's management control
system, Unlike outputs, financial inputs utilized during a
period are subject to measﬁfcment much as are inputs in
profit-bricnted organizations.

However, there remains a significant difference between

the two types of organizations reparding ways input cost data

.can be employed in the management control system. Profit-

oriented institutions use input cost data to determine the

wefficiency' of their operations--that is, the relationship

~of the amount of output per unit of input. This measurement

of efficiency is not reLatcd to the goals of an organization
but is concerned with the amount of output obtained from a
given amount of input.

State government cannot utilize an efficienéy measure-
ment in its management cpntr61 system because of the lack of
an adequate value measurcment of its output. Input cost
data, as it applies to control budgeting, is used primarily
to determine if a manager has stayed within his allotted
budget.

Inability to measure efficiency creates a serious lack

of goal congruence in the state's management control system.
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Since managers uare usually judged on the excellence of their
organization, it is to their advantage to build the best
orranization possible. The preblem that arises is that what
is best for a particular department or aclivity may not
necessarily be best for the state as a whole. For example:
the manager of the state's legal department wou;d prefer to
have the best and most expensive lawyers on his staff, excel-
lent support facilities (such as legal libraries, legal
secretaries, ctc.), and have these lawyers and facilities in
such quantities as to achieve the maximum results in all
their legal activities. While such a situation would be
advantageous to the legal department, it would divert
respurces from other activities within state government.

A comparison of the actual costs incurred with the
budygeted costs is not an adequate measure of the efficiency
of an activity. if this were not true, all an activity
manager would h;ve to do to be efficient would be to keep

actual costs below budgeted costs. Output could be disre-

iﬁ”aéicfmihfﬁg'éfflcxcncy.'
for an activity manpager to be very efficient while exceeding
his budget whereas another ﬁnnagcr could spend within his
budget but be highly inefficient in the utilization of his’
rescurces.

Because the traditional measurement of etficiency is
impractical for state government, an alternate method of
measuring efficiency must be used. The State of Georgia

evaluates the efficiency of its managers by determining
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whether the established goals were accomphiszhed within the
financial limitations imposed by the annuai budget. This
evaluation is primarily subjective in nature and is not as

precise as is tne measure of efficiency in industry.

As was the case in measuring effectiver: - the zero-
base budgeting system makes no direct contr wirion to the
measurement of efficiency. However, it doe : _1bute

indirectly by giving a more precise definition of the geals

of each activity,

Summary. e zeru-base budgeting system has made only
a minor contribution toward the establishment of a control
budgeting system in the State of Georgia. This contribution
is u resuit of improvements in the manner in which govern-
mental goals are defined and established. Prior to the
adoption of the zero-hase budgeting system, goals were B
generally estaublished at the departmental level (althougﬁtin
exceps tonal sjtuations goals were set for some activities).

ablished at a_ functional organizational

_...Goals are no

level which enables a more thorough measurement of an activ-
ity's effectiveness in satisfy*:g'the functional goals under
its control.

Zero-base hudgéting does not solve the lingering prob-
lem of an inability te measure output in a nonprofit organi-
zation. This prohibits the formal evaluation of the effi-
ciency of un organization which is necessary for an adequate

manuagement control system.
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Asother shortcoming of the zero-base hudpeting system
aw it i~ presently employed regards the organizational level
at which costs are budgeted and controlled. Costs ave prc-l
sently hciﬁg budpeted at the functional level whereas actual
costs ayre accumulated at the activity level. While this
system does provide for a comparison of actual costs with
budgeted cost at the activity level, it does not provide for

ST _
a similar compurison at the functioral level where the budg-
eted custs were originally formulated. As a consequence, the
budgct analvsts in the Office of Planning and Budget have had
to as:ume the additional responsibility of acting as "watch-
dog'" over tne expenditures of their assigned activities.

A final shortcoming of zero-base budgeting in this area
of responsibility budgeting concerns the "watchdog" duties
assimed by the budget analysts. This goes beyond the tradi-
tional role of a staff budget a 1iyst and seemingly encroaches
upon the duties normally assigned to the Audit Division. Also

the anualyst's ability to withhold budgeted funds from state

Cdephartment’s appeaTs T to be anexcessive “amount-of staff con-

tvol over line activities.

in fairness to the zero-base budgeting system, it should
be noted that the above shortcom:ings are not directly attrib-
utable to zero-base budgeting; rather they are a result of
the overall fauancial control system of which zero-base
budgetir i+ merely a part. Nonetheless, an adequate system
of contro: budpeting cannot bc’jmplemented until these system

problems are <nrrected.
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Availability of Adequate Cost Data Under

‘the Zero-Base Budgeting System

The purposes of this section of the analysis are two-
fold: (1) to evaluate the availability of adequate cost data
necessary to properly prepare a zero-base budget; and (2) to
determine any possiblé contributions made by the zero-base
budgeting system in increcasing the availability of adequate
cost data.

It is the conclusion of this study that the cost data
nee:.ssary for the proper operation of the zero-base budgeting
brocess.do not exist at the present time. This conclusion is
based primarily on the fact that budgeted costs and actual
costs cannot bé compared. The present accounting system
accumulates costs at the activity organizational level. No

formal attempt has been made by the State of Georgia to break

" down the activity's actual costs at a functional organiza-

iionnl level so that they can be compared with budgeted

amounts.

... The_zero-base budgeting system requires that ccsts be

budgeted at the functional organizational level because
decision packages are prepared for each function within an
activity. Since actual costs by functions are not available
from the gencra' accounting system, many of the costs
assignyd to decision packages are determined by some alloca-
tion préébss. This adversely affe~ts the accuracy of the
cost data appearing in the decision package. In addition,

1
as mentioned above, there is no effective way of comparing
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a2t aal cxpcndlturcs with budgeted costs at the functional
Oorvanizational level.

{7 is =150 the conclusion of this study.that there has
been an improveﬁent in the availability of cost data for
budget preparation as a direct result of implementing the
Zero-basc budgeting system. Rosponses‘to the system question-
niire clearly indicate that both departmental and staff
budget=analysts feel there has been an improvement in the
adequacy and availability of cost data for budget preparation
since the first year of zero-base budgeting (Appendix G).

This improvement was not a result of any changes made
to the state's gencral accounting system. Instead, any

’improv¢ment in the availability of cost data was a result of
actions taken at the activity organizational level. Person-
nel ar this organizacional levet realized that additional
cost Jutra were nceded for their bhadget preparation. . As'a
result, manual accounting Systoms‘were established in many

activities in an effort to capture this needed information.

Contrihbution of Iero-Base Budgeting to.
ReTeovant Munaglment [nformation

ofits resulting from the imple-

one of the proposed tf
mentation of @ zero-base budgeting system Was an improvement
in the quality of management information. The purpose of
this section 0f the analysis is to evaluate the contribution
of -erc-bas€ibudgetring toward achieving a greater degree of
relevant management information for plarning and decision
making in the State of Georgia.
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Governuar Jimmy Carter has been very pleased with the
ability of the zero-base budgeting system to provide relevant
management information. In fact, he has ecxpressed the opinion-
that the new budget system's grecatest contribution has been

10 An example

in the area of improved management information.
of the contribution of zero-base budgeting in this area was
given by the Governor during an interview for this analysis:
Because of zero-base budgeting we werc able to
determine that seven different agencies had the
responsibility for the education of deaf children.
When we broke down the 11,000 or so decision
packages and put a computer number on each kind of
function, those functions were very quickly iden-
tified as being duplicated. . .11
It is also apparent that the quality of management
information by the Office of Planning and Budget has improved.
This is evidenced both from responses to the system question-
naire and ﬁersonal interviews with staff budget analysts.
The majority (87-1/2%) ol the staff budget analysts partic-

ipating ia the survey indicated an improvement in the quality

of management information as a result of implementing zero-

base-budgeting—-{Appendix- G)~- -This- view--is--further-evidenced - -mmwrmim
by the comment of a staff budget analyst during an interview
for this analysis: 'The budget analysts' ability to look at

the operations ef a department which has real complications

lolntervicr with Governor Jimmy Carter.

Uipid.
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in its operations is much improved because of zero-base
hudgering.”

llowever, there appears to be a division of opinion
amwong the department heads as to the improvement of manage-
ment information as  result o!f implementing zero-base budg-
eting. ©Of the thirteen department heads interviewed during
the analysis, four (31%) indicated substantial improvément
in the qualitf of managenent information, five (383%) felt
there had been a slight improvement, while three (31%)
cxpressed the opinion that the quality of management informa-
tion had not improved.

This same division of opinion regarding zero-base
budgeting's contribution to -better management information
exists anmong dcpuftmcntnl budget analysts. Thirty-nine pc;-
cent_of the departmental budget analysts indicated no improve-
ment in the guality of management .:formation as a result of
zero-basce budgeting (Appendix G). o

Tiere appears to be a rclafionship between the atti-

~-tudes-toward the contribution—-of—-zero-base budgeting-to:-=rmemmom

improved management information and the relative size of the
operatiun involved. The most favorable responses came from
Governor Carter and his staff budget analysts. As the size
of the rperation tested became smaller, the proportion of
favora~le responses also became smaller. In addition, of

the thirteer départment heads interviewed, the more favorable
responses concerning zero-base budgeting's contribution to
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improved management anformation came from yhc heads of larger
departments.

It is the conclusion based on this section of the study
that the zero-base budyeting system has contrihuted‘to the
quality of m aagement information. While it is evident that
not all departments participated in the manuagement informa-
tion obhtained from the new system, it is equally evident that
there has been some improvement at all organizational levels.
There also appears to bhe a direct relationship between the
size of the operation and the benefit obtained from the

management information created.

Zero-Base Budgeting and Planning

The purpose of this section of the analysis is to
evaluate the contributions of zero-base budgeting in provid-
ing improvements 1n the planning phase of budgeting in the

State of Georgia. The planning phase is not a part of the

zero-base budgeting. system; however, it is a necessary pre-

.

requisite for the prnpcr.functioning of the new budgeting

system.

- .. nwefore zero-base budgeting was implemented in the State
of Georgia, the planning phase was an integral part of the
budgeting process. In many respects, planning was a result
of the haaéctingvprOCcss since it was only after the bﬁdget
was completed tﬁA; departments knew the amount of funds

available for the next {iscal year.

During the first year of zero-base budgeting, the

practice of budgeting and planning simultaneously was
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continucd. There wias a definite lack of ﬁinnnihg prior to
the preparation of the 1973 fiscal year budget. Departmental
budgetiary puidelines were established but werc the same for
every department throughout state government. These guidé-
lines did not provide for increased responsibilities on the
part of some of the departments. As a result of this lack
of planning coupled with the demands of the new budgeting
system, many problems were encountered during the Budgeting
process.

ln order to alleviate many of the problems experienced

during the 1973 fiscal year budgeting process, the system was

divided into a planning phase and a budgeting phase for
fiscal year 1974, Prior to preparing the budget, Governor
Carter held a series of meetings with department ﬁeads and
budger analysts to establish goals and objectives for each
department., In addition, flexible departmental budgeiury
guidelines werc established based on the relative contribu-

tion of:each department to the goals and objectives of the

while the 1974 fiscal year budgeting process was more
efficient than in previous years, there were problems
associated ‘with the advanced planning phase. The primary
problem resulted from.the establishment of very low dcpari-
mental budgetary guidelines coupled with revenues in excess
of those origiﬁally planned. As a result, the Zero-base
budget:ng system was unable to provide needed information
regarding the disposition of the excess revenues.
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Theretore, it was determined that the 1975 fiscal year
budgeting would be conducted without the usce of any depart-
mental guidelines. Unfortunately, this change created a-
multitude of problems. Departments submitted budget requests
much-in excess of what could be funded. When the budget
requests were reducoed to more reasonable levels, departments ' ';
discovered that the priorities reflected by decision package
rankings for high levels of fundiné were noi the same priori-
ties as for lower levels of Funding._ As a4 resuit, many
departments had to rank their dccisién packages again to
reflect their priorities at the lower level of funding.

lt is the conclusion based on this analysis that there
h;s been a definite improvement in the level of budgetary -

. planning as a resuit of zero-®ase budgeting. In as much as
there was an absence of planning prior to the adoption of
zerc-basc budgeting, it is evident that the changes ﬁadc to
permit a planring phase before beginning the budgeting pro--

cess increased the effectiveness of both the planning and’

R ‘budgciing"proccsscsr~““wwwwm"""
It is also evident that the decision to discontinue
the departmental budgetary guidelines for fiscal year 1975
was a mistake. This change inereased the budgeting effort
of most departments without any benefits occurring from its
discontinuance. Recommendations regarding improvements to
the present planning phase are given in Chapter VI.
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Reallocation of Financial Resources

The purpose of this section of the analysis is to
evaluute the ability of the zero-buase budgeting system to
reiallocate financial resources in the State of Georgia. In

Peter Phyrr's book, Zero-Rase Budgeting, the first proposed

benefit resulting from the use of zero-base budgeting was the
ability to ", . . promote a morc efficient allocation of
resources because managers have evaluated the need for each
function and have considered different ways of . . . perform-
ing each activity.“lz

Before an investigation can be made as to the new
budgeting system's ability to allocate resources more effi-
ciently, it must first be determined that a shifting of
financ: 1 resources has, in fact, occurred. Tﬂere is sub-
stantial evidence that there hg# been no apprcciable’reallo-
cation of financial resources as a direct result of employing
zero-base budgeting.

The first evidence supporting this contention comes R

-fromnthe-fequhsesnto-the»system~questionnairc~bymdepar{mental~«—~w

budget analysts concerning the ability of the new budgeting
system to shift financial resources between activities in
their,deﬁartments. The responses of these analysts are of
particular importunce as they had the oppoftdnity to compare
he effectiveness of both the ol&“gnd new budgeting systems

in allocating financial reséurces. 'The responses of the

Vpeter A, Phyrr, Zero-Base Budgeting (New York: John'

Wiley and Sons, 1973), pp. 32-33.
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sceventeen budget analysts present during the original imple-
mentation of zero-base budgeting werc unanimous in expressing
the opinion that there hadhbecn no apparent shifting of
financial resources .as a result of employing the zero-base
budgeting system (Appendix H, Column 1, Questica 10). There-
fore, it is concluded that if there has been an appreciable
reallocation of financial rescurces as a result of employing
zevo-bhuase budgeting, it most certainly is not apparent at
the lower organizational levels.

Additional evidence supporting this conclusion comes
from personal interviews with thirteen department heads in
the State of Georgia. Two of the thirteen (15%) expressed
the opinion that there may have been some reallocation of
financial resources 55 a result of information supplied to
Governor Carter by ;Hé ncwhpudgeting system during the
reorganization of the Executive Branch of the State of
Georgia. However, they were unable to give a single instance
where the new budgeting system had reallocated resources in

“**“*““thcirwownwdepnrtmcnts;~~The~otherwelevenvdepartment~headsmnwwm;mwm~

(85%) indicated there had been no apparent reallocation of
financial resources in their départments as a result of
implementing zero-base budgeting... .. -

Covernor Jimmy Carter expressecd a different opinion

ribution of zero-base budgeting in reallo-

esources in the State of Georgia. In

-

regarding the con

cating financial

g

doing so, he sai@fthat he understood the negative responses

1

of the departmend heads and departmental budget analysts on
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this issue since'thc contribution of the ncw budgeting system
in this particular area would not he apparent to them. This
was becausce the reallocation of financial resources was a
result of a combination of two factors: (1) the reorganiza-
cion of the Executive Branch of State Government, and (2) the
adoption and implementation of thé zero-base budgeting
system.13

It is public knowledge in the State of Gcorgia‘that
there has been a substantial reallocation of financial
resources within state government during Governer Carter's
administration--especially during his first year in office.
However, it was the Executive Reorganization Act of 1972 that
has becn credited with reallocating the state's financial

)

resources during this period. The purpose of this act was '~
to consolidate under a single authority similar state func- h
{

tions and programs that were previously controlled by dif-
ferent departments and activities throughout state governmeht.
Governor Carter agrees that it was the Executive
Rédfﬁuﬁi:ation”Act”of‘1972‘that”wasmthe'primarwaorcewinﬂ~n~~~~f ---------
reallocating financial resources within the State of Georgia.
However, he also stated that:
. . . the detection of nced for consolidating similar
functions within state government is made from the
zero-base budgeting technique. It would have been
virtually impossible to have made the change we did
under the old incremental bud;cting system. -We have

had such a profound change in the structure of
government that most people qttributg this shifting

]’Interview with Governor Jimmy Carter.
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of roles and also shifting of resources to the
reorganization itsclf which has been so much more
present in our mind than to zero-base budgeting.
In addition to the system questionnaire and personal
interviews, an attempt was made to analyze.the changes in

’
the allocation of financial resources by examining the execu-

“tive budgets for fiscal year 1972, 1973, and 1974. However,

it was impossible to correlate any such changes direcfly to
the use of zero-base budgeting.

It is the conclesion based on this analysis that the
zero-base budgeting system has made an indirect contribution

to a reallocation of fimancial resources in the State of

Geargia. Howeve: . the majurity of this contribution occurred
during its‘fifat s¢:¢ of jmplementation in connection with
the'georguni:w* -~ 1 the Executive Branch of State Govern-
ment.

It is further concluded that the zero-base budgeting...
system hus not made a direct contribution to the reallocation

of the state's {inancial resources. Throughout this investi-

“RAtion, tiwie has not been a single” verlflable “instance-where

the new budgeting system has caused a sh1ft1ng of financial

resources other than during reorganization.

Chnnges n Budgetary Pr0cedure and the Degree
[oxt equired by g Part1c1pants

There have been numerous changes made to the zero-base

budgeting procedures in an effort to lessen the degree of

1454,
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effort required by budget participants in preparing the
budget. Two changes, in particular, were made expressly for
this purpose: (1) to preparc decision packages at higher
“organizational levels, and (2) to rank decision packages at
the activity level rather than at the department level. It
is the purpose of this section of the analysis to evaluate
these changes as to their impact on reducing the amount of
effort required in the zero-base budgeting process. .

One of the principal proulems associated with the cero-
base budgeting system has been the increased effort required
in preparing the budget. Table 10 presents the opinions of
the departmental budget anualysts regarding the effect of the
new budgeting system on the time and effort required to pre-
parc the budget both during the first year of its implementa-
tion and at the precsent time.

The responses of departmental budget analysts indicate
that there has been a decrease in the amount of time and
effort required for budget preparation in many departments.
Whercus 100% of the respondents indicated some increase in
the time and effort required to prepare the budget during
the first ycar of zero-base budgeting, this pcrcentage fell
to 74% when comparing the present system with the incremental
budgeting system. “In addition, the percentage indicating
much greater time and effort required under zcro-base budget-
ing fell from 78% during the first year of its operations to

449 at the present timc.’
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TABLE

10

EFFECT OF THE ZERO-BASE BUDGETING SYSTEM ON
THE: TIME AND EFFORT REQUIRED FOR
BUDGET PREPARATION

What effect did the zero-base budgeting system have on
the time and cffort spent in budget preparation during the

... first year of its implementation?

Percentage of Respondents
Not
Total{Present DuringjPresent During
-Implementation}Implementation
a. Increased
considerably 78% 82% 67%
b. Increased slightly 22 18 33
¢. Remained the same 0 0 0
d. Decreased slightly 0 0 0
e. Decreased
considerably 0 0 0
100% 100% 100%
Total Number —
of Respondents (23) (17) (6)

Now that the zero-base budgeting system has been
implemented, how great is the time and effort spent in budget
preparation in comparison to the previous incremental

budgeting system?

Percentage of Respondents
I Not
Total|Present During {Present During
Implementation Implementation
a. Much greater 44% 47% 33%
b. Slightly more 30 35 17
c. About the same 22 12 50
d. Slightly less 4 6 0
e. Much less 0 0 i 0
i 100% 1008 {1003
Total Number ;
of Respondents | (23) (17) i (6)



O

ERIC

Aruitoxt provided by Eic:

187

.
~1t is apparent that, while there has been some decrease
in the amount of time and effort required for budget pre-
paration, this problem has not been alleviated. Recommenda-
tions concerning additional chianges which should be made to
further alleviate this problem are presented in Chapter VI.

Since it has been concluded that there has been some
decrease in the amount of time and effort required inlbudget
preparation, the next step in this analysis is to examine
the causes for this improvement. Particular emphasis is
directed to the two procedural changes made in the zero-base
hudgeting syStem directed toward reducing the time and effort
required by budget participants in preparing the budget.

The first such procedural change was that of preparing
decisien packages at higher organizational levels. .Table 11
sunmarizes the responses of the departmental budget analysts
regarding the significance of this change.

There does not appear to be a consensus regarding the
significance of this procedvral change. The majority of the
respondents (78%) indicated that the time and effort required
for budget ﬁreparhtion had remained about the same or that
they were Qnawarc of any such change. Thé ;cmaining respon-
den?s were almost evenly divided, with 9 percent indicating
thé%? time and-effort had increased and 13 percent indicating

that it had dJecreased. It is the conclusion based on this

“analvsis that the decision to rank decision packages at

higher organizatiunal levels did not have an appreciable
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effect on the time and effort required for preparing a zero-

base budget.

TABLE 11

EFFECT OF PREPARING DECISION PACKAGES AT
SIIGHER ORGANIZATIONAL LEVELS

After the first year 2f implementation, a decision was
made to prepare decision packages at higher organizational ~

What effect did this- have on the time and effort

levels.
spent in budget preparation?
Percentage of Respondents
' Not
Total | Present During | Present During
Implementation | Implementation
.a.. Tncreased 9% 6% 17%
h. Remained about :
the-same ’ 48 47 50
‘c. Decreased 13 18 0
"d. Was unaware of
any change 30 29 33
100% 100% 100%
Total Number :
of Respondents (23) (17) (6)

The second procedural change initiated in an effort to

reduce the effort required for budget preparation was to move
the task cf ranking tﬁe decision packages from the department
level to the activity level. It was expected that this wauld
remove one very time-consuming operation by eliminating a

major step in the ranking operation. The responses of the
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departmental budget analysts concerning the effect of this

. change are presented in Table 12.

_TABLE 12

EFFECT OF RANKING DECISION PACKAGES AT
LOWER ORGANIZATIONAL LEVELS

In the second year of zero-base budgeting, the budget-
ing procedure was changed from ranking decision packages by~ °
departments to ranking decision packages by activity. What
effect did this have on your effort in preparing the budget?

Percentage of Respondents

Not

Total {Present During | Present During
Iinplementation | Implementation

a. Increased effort 9% 0% 33%
b, Effort remained
about the same 47 53 34
c. Decreased effort | 35 35 17 33
d. Was unaware of .
any change 9 . 12 0
100% 100% 100%
of Respondents (23) (17) (6)

It is apparent that the second procedural change was
somewhat more succéssful in reducing the time and effort
required in budget preparation. Thirty-five percent

indicated a reduction of effort as a result of ranking the

. decision packages at the activity level. Nine percent

expressed the opinion that it had increased their effort.
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Apossible reason for this negative response was that some
departments were required to go back and rank at the depart-
mentald level., This is reflected in a comment to the system
questionnaire (Appendix K): *Required to rank by activity,
but after submission of budget to Budget Burecau, we were then
asked to go back and prepare a departmental ranking." 1In
addition, many of the smaller departments were directed to
continue to rank decision packages at the depértmemt levél.

It 1s the conclusion based on this analysis that the
decision to rank decision packages at the activity level did
have a positive effect on reducing the amount of effort
required to prepare a'zefﬁ-b;se budget in some departments.
However, the reduction in effort appears to be less than had
originally been anticipated.

In addition to the two procedural changes mentioned,
other factors also contributed to a reduction of effort in
budget pfcparntion. Possibly the factor having the greatest

influence in this area was the functioning of a "learning-

curve." Many of the budget analysts interviewed during this :

survey indicated that the job of preparing the budget was
much euasier in the second year because '"they knew what to

do."

Summary
The purpose of this chapter was to analyze the effec-
tiveness of the zero-hase budgeting system presently employed

by the State of Georgia. This analysis evaluated the
163
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zero-buse budgeting system on its ability to: (1) gencrate
accegfhnce by budget participants, (2) contribute toward a
greater degree of management control, and (3) allocate
financial resources more effectively. In addition, an
examination was conducted Concerning the effectiveness of
proccduralichangcs made to the system to reduce the cffort
required for budget preparation. ‘

A system synthesis of the zero-base budgeting system
is presented in the next chapter. Recommendations are pre-
sented regarding improveménts to the zero-base‘budgeting
system presently in use by the State of Georgia.
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CHAPTER VI

SYNTHESIS OF THE ZERO-BASE BUDGETING SYSTEM
EMPLOYED BY THE STATE OF GEORGIA

Introduction

This chapter presents the synthesis phase of the study.
The synthesis phase is divided into four principal sections:

}. The conclusions of the study as tgﬂ;he effective-
ness of the zero-base budgeting system in the State éf
Georgia; '

2. Recommendations regarding procedural changes nceded
to improve the c'fectiveness of the zero-base budgeting sys-
tem presently employed by the State of Georgia;

3. Recommendations pertaining to future implementa-
tions of the zero-base budgeting system by governmental
units; and ‘

4. The need for further research and study of the

zero-base budgeting system.

Conclusions of the-Study-

The purpose of this phase of the system synthesis is

to present the conclusions of the study regarding the effec-

tiveness of the zero-base budgeting system in the State of
Georgia. Based on the results of the studyv, it is difficult
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to label the zero-base budgeting system as being either a
success or failure regarding its influence upon the effec-
tiveness of the budgeting process in the étatehof Georgia.
Clearly there have been elements of both success and failure
associated with its use. This section presents first an
examination of the advantages and disadvantages associated
with the use of zero-base budgetding in the State of Georgia,

and then presents the general conclusion of the study.

Advantages of the Zero-Base
Budgeting System

It is the conclusion based on this study that there

are three primary advantages associated with the employment
of the zero-base budgeting s}stem in the State of Géorgia.
These advantages are: (1) the establishment of a financial
planning phase prior to the preparation of the budget; (2) an
improvement in the quality of management information; and

(3) greater involvement in the budgeting process by personnel
in the lower organizational levels of State Government.

The first advantage concerns the establishment of a
financial planning phase prior to the breparatiﬁn of fhe
fiscal year budget. Before the implementation of zero-base
budgefing, the planning phase was conducted concurrently with
the budgeting phase. As a result, there were no budgefary
guidelines available during the budget preparation. After
the ihplementation of zero-base budgeting, it became apparent
that some budgetary guidelines were necessary to'properly

allocate the State's limited financial resources in such a
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way as to best satisty the gouals and objectives of the State
of Georgia. :

The second advantage concerns an improvement in the
quality of management informatioﬂ'réghlting from the emploY%
ment of the zero-base budgeting system. The use of this new
budgeting system has enabled the Governor, department hecads,
departmental budget analysts, and budget analysts in the
Office of Planning and Budget to have a much gréatcr insight
into the functigns of State Government. Unfortunately, it
islulso the conclusjon based on this study that many of the
department heads have not utilized this new management
information.

The third advantage of employing the zcro-base budgef-
ing system has been an increase in the involvement of person-
nel at the activity level in the Stute'é"budgeting process.
Before zecro-base budgeting, most of the input into the
budgeting process came from the departmental budget analysts.
After the new budgeting system was implemented, ;ctivity
managers were required to prepare and rank decision packages--
thus, providing input into the budgeting précess.

Disadvantages g£ the Zero-Base
Budgeting Systen

It is the conclusion based on this study that the major
disadvantage associated with the employment of the zcro-base
budgeting system in the State of Georgia is the increased
time and effort required for budget preparation. This is a
very serious problem and has contributed toward a great deal
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of dissatisfaction with the new system, particularly among
personnel at the department and activity level. This dis-
satisfaction has, in turn, had a detrimental effect on the
effectiveness of the zero-base budgeting system.

- In addition, the study indicates that there are two
significant failures associated with the employment of zero-
bnsc‘hudgeting in the State of Georgia. These failures are:
(1) the inability of the new budgeting system t6 significantly
affect the efficient allocation of the State's financial
resources; and (2) the ineffectiveness of the decision

package ranking in meeting changes in the level of funding.

One of the major selling points of zero-base budgeting
is its proposed ability to allocate financial resources more
efficiently. However, there is no evidence that any shifting
of resources has occurred as a direct result q{ employing the
zero-base budgeting system. The study recognizes the con-
tribution made by the new budgeting system in Governor Jimmy
Carter's reorganization ﬁlan. However, it is contended that.
this was a special situation and any shifting of financial
resources associated with this reorganization is not indica-
tive of the normal contributions of the zero-base budgeting
system in reallocating financial resources.

Another selling point of zero-base budgeting is its
proposed ability to immediately adjust the budget to changes
in the level of funding. This is accomplished by preparing
a decision package ranking which lists ail decision packages

in order of their priority. After a level of funding is
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estublished, a cutoff‘lnqg is émployed to divide the decision
packages between those:to be approved and those to be dis-
approved. Any subscquent change in the level of funding
should require only a shift in the position of the cutoff

line.

However, the actual results obtained from this system

have been disappointing. During fiscal year 1974, there was

an increase in the availability of funds in the State of
Georgia. Insteidd of shifting the cutoff line downward to
include more marginal decision packages, the Governor
requested new decision packages from some of his departments
to help him allocate additional funds. '
In fiscal yecar 1975, there was a reduction in the
availability of funds originally projected for that year.
Again, the decision package ranking proved ineffective.
Instead of raising the cutoff line to eliminate the lower
priority decision packages, almost all departments had to
resubmit a new decision package ranking based on the lower

level of funding. One departmental budget analyst summed

~up the problem by stating: '"The priority ranking of our

decision packages when we expect 140% funding simply is not

the same as when we expect 115% funding."

General Conclusion of the Study

It is the gencral conclusion based on this study that
the implementation of the zero-base budgeting system has
improved the effectivencss of the budgeting process in the
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state of Georgia. There has been sufficient evidence prc-
sented to conclude that there have been improvements in many
v1tal areas of budgeting in the State of Georg1a. In addi-
tion, there has been little evidence discovered indicating
any reduction in the efficiency of the State's budgeting
process as a result of employing fhe zero-base budgeting
system,

This conciusion should not he interpreted as meaning
the zero-base budgeting system has been an unqualified suc-
cess in the State of Georgia. To the contrary, there is
ample evidence that there are still many problems associated
with the new budgeting system. Recommendations concerning
possible solutions to these problems are presented in a later

section of this chapter.

Recommendations Concerning Present System

The purpose of this part of the synthesis is to recom-
mend procedural changes to the zero-base budgeting syétem
presently employed in the State of Georgia. “Two major
changes, intended to improve the effectiveness of the budget-
ing system, were considered during the investigation:

1. Discontinuing the use of minimum level of effort
decision packages;

2. Reestablishing budgetary guidelines for each

department.
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Discontinuing the Minimum Level
of Effort Decision Package

Overview. This section of the system synthesis con-

“ cerns the feasibility of discontinuing the use of the minimum

level of effort decision package. This package is presently
used to show only the most important duties of a function.
It seldom includes all duties being performed by the func-
tion. Instead, it includes only those duties necessary to
accomplish the function's primary objectives. In addition,
the funds requested in the minimum level of effort decision
package generally fall below the function's current level of
expenditures.

In order to obtain the funds necessary to bring the
function up to its present level of operations, an incre-
mental decision pack&ge is prepared. Additional incremental
decision packages must be prepared to request funds needed
to increase the function's operations.

The majority of those participating in the system
questionnaire favored discontinuing the minimum level of
effort decision package. Table 13 presents a summary of the
responses of all respondents regarding the discontinuance of
these packages.

There appeared to be a difference of opinion between

the departmental budget analysts and the analysts in the

Office of Planning and Budget concerning the practicality of
preparing minimum level of effort decision packages. A

majority (74%) of the departmental budget analysts felt the
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However, responses of staff

‘budget analysts indicated a majority (56%) believed that

preparation of the minimum level of effort decision package

~ should be continued.

TABLE 13

OPINIONS OF THE SURVEY PARTICIPANTS REGARDING

THE DISCONTINUANCE OF THE MINIMUM LEVEL

" OF EFFORT DECISION PACKAGE

Presently you are Trequired to prepare decision packages
! representing different levels of effort for each function.
Do you feel it is practical to prepare a decision package

representing a minimum level of effort?
Percentage of Respondents
Departmental OPB
Total Budget Budget
Analysts Analysts
a. Yes 34% 26% 56%
b. No ' 63 74 33
c. No opinion - 3 0 11
100% 100% 100%
Total Number
of Respondents (32) (23) ()]

After the results of the system questionnaire were

tabulated, personal interviews were held with budget analysts

in the Office of Planning and Budget concerning their

responses to the questionnaire.

When asked about the

response to the question pertaining to this point, the
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consensus was that the examination of minimum ievel of effort

decision packages enabled them to gain a deeper insight into

" the primary responsibilities of each function. However, they

agreed that the primary responsibilitieé of most functions do
not change substantially from one year to the next, and that
most minimum level of effort decision packages are merely
duplicated each year after allowing for inflationary increases
and increased workload.

Also, an examination was made of the executive budgets
for fiscal year 1973, fiscal year 1974, and fiscal year 1975
to determine what contribution the minimum level of effort
decision package made in the formulation of the final budget.
Not a single instance was found where a function received
less funds than it had in the previous fiscal year budget.

In addition, both departmental and staff budget analysts
were asked if they knew of any function that had received only .
those funds requested in the minimum level of effort decision
package. They were unanimous #n stating that not only were
they unaware of a function reveiving only those funds
requested in the minimum lev:l of effort decision package,
but that all functions received the funds requested in the
first incremental decision package to bring them to their

current level of operations.

Recommendations. It is recommended that minimum level

of effort decision packages be prepared only every fourth
year in the State of Georgia. The findings of the investiga-

tion support the contention that preparing minimum level of
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effort decision packages every year is impractiéal because

its use will become necessary only in periods of severe

economic conditions.

The study also recognizes the value of decision pack-
ages which reflect a minimum level of effort. The detailed
information contained in these decision packages should be
of immense value to new administrations in the State of
Georgia. Since a new Covernor.is elected every four years
in the State of Georgia, this fact wis considered in recom-
mending the preparation of decision packages every four years.
In addition, some of(thc basic responsibilities and duties of
functions will change during this four-year period. The
minimum level of effort decision packages would help. point
out these changes.

tn those Years when a minimum level of effort decision
package is not prepared, a minimum decision package should
be developed which reflects the funds required to continue
the present level of operations for each function. Addi-
tional incremental decision packages could be prepared to
request funds necessary to increase the duties or operations
of a function.

In the event a decrease in the current level of opera-
tions is desired for a particular function, a minimum level
of effort decision package could be requested from that
function. This procedure appears preferable to the current
practice of rcduiring a minimum level of effort decision

package from every function when it is evident that the vast
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majority will evenfually-bc funded at their current level of
operations.

I~ is further recommended that minimum lévcl of effort
decision packages be prepared in any fiscal year in which a

" reduction in funding is expected. The Governor should exer-

cise the option of requiring the preparation of minimum level
of effort decision packages from all départments or only from
selected departments. »
y MA;though exact figures are not tabulated regarding the
nﬁmber‘of decision packages submitted each year, Mr. Clark
Stevens, Head of the Budget Bureau of the Office of Planning
and Budget, has estimated that 5,000 decision packages were
submitted for fiscal year 1975. Of these, approximately one- -
third were minimum 1c§c1 of effort decision packages. There-
fore. the implementation of this recommendation would result
'in a decrease of approximately 1,600 decision packages. in '
those years when minimum level of effort decision packages
were not reqﬁired. This reduction in the VOlumé of decision
packages should have no appreciable effect on theidpéfatiéns
of the zero-base budgeting system.

It may be argucd that these recommendations'represent
a departure from zero-base budgefing theory. It is the
contention of this study that this argument is not valid for
“two reasons. First, minimum level of effort decision pack-
ages will ccntinue to be made. Only the frequency of their
preparation will be cﬁanged. Second, even in those years
when minimum level of decision packages are not prepared,
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eQery decision package must still compete for funds necessary
to mzintain their present level of operations as well as for

" funds needed to expand theivr operations, The only change
suggested is in the funding level where this compefitionb
take§ place.

Reestablishing Budgetary Guide-
Tines for Departments

Overview. As discussed in the previous chapter,
policies regarding the éstablishment of budgetary guidelines
for departments have changed each year since the impleménta-
tion of the zero-base budgeting system in the State of
. Georgia. During the preparation of the 1974 fiscal year
budget, identical budgetary guidelines were .established for
each department. These guidelines stated that no department
should request more than 115% of its previous allotment of
funds. This policy was changed during the 1974 fiscal year
budgeting process to permit different budgetary guidelines
for each department in accordance with the criteria estab-
lished in meetings between Governor Carter and each depart- S
ment head. The policy of dsing'aepartmentai guidelines'was ‘
discontinued for the 1975 fiscal year budgeting process.
The problems associated with each of these . policies
have been discussed in some'detail in Chapter IV and Chapter e
Vv of this study. It is the conclusion based on this study T
that scrious problems were encountered when departmental
guidelines were not employed.
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Recommendations. 1t is recommended that the policy of

employiﬁé budgetary guidelines be reestablished for each
départment ba+ed on its expected contribution to the godls
and objectives of the State of Georgia. In addition, these
guidelines should be established in joint meetings with the
Governor and each department head.

Another recommendation of the study concerns the estab-

lishment of budgetary guidelines for the larger activities

_in state government. Some activities are much larger than

many departments and they experience the same problems as do
departments. Budgetary guidelines would be of great value

to these activities in plénning their budget requests. These
budgetary guidelines should be established in ‘meetings
between the Govefnor, the department head, and the activity
manager. '

Recommendations Concerning Future Implementation of
Zero-Base Budgeting by Other Governmental Units

The purpose of this phase of thé system synthesis is to
presenf recommendations concerning future implementation of
zero-base budgeting by other governmental unitsl These ‘
recommendations are a result of an ihvestigation of the
problems associated with the implementation of the zero-base
budgeting system in the State of Georgia.

. Although problems are expected during the implementa-
tion of any new budgeting systeh, it is the conclusion based
on this study that many of the problems experienced in the

State of Georgia could have been averted. Recommendations
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regarding ways, to present such problems arevpresented
below: ‘

1. Establish an adequate planning phase prior to ‘the .
implementation of the zero-base budgeting system; ‘

2. Seck the support of the legislative branch of
government (if applicable) prio} to the implementation of the
zero-buse budgeting system;

3. ‘Securc thé participation of budgeting personnel -
during the planning of the implementation phase of zero-base
Budgeting; .

1. Provide for adequate feedback to budget parti?i? .’”[;“
panés concerning the effectiveness of the zero-base bu&éeting
systém.

Establish an Adequate Planning Phase
Prior -to Implementation

L

Overview. There was a definite lack of adequatg plan-
ning prior to the implementation of the zero-base budgeting
system in Georgia. A detailed analysis of this problem has
been presented in Chapter IV of this study.
The agencies began preparing the 1973 fiscal year .
budget in June, 1971, and were required to submit a ranking
of all decision packages to the Budget Bureau by September Hj
1, 1971. This gave the agencies only three months,xat most, v
to learn the new budgeting system, to prepare decision pack-
ages for every function, and to rank these decision packages.

according to their priority for funds. As a result, much
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more time and effort was required for budget preparation than
was rgquired under the old budgeting system. Furthermore, as
revealed By earlier analysis, decision packages we{e poorly
prgpared and thevdecision package rankings were unsatisfac-
tory. Many of the decision packages and decision package

rankings had to be returned to the agencies for resubmission.,

Recommendations. There should be an adequate planning

phase prior to the implementation of the zero-base budgeting
system. The amount of time required td do this plannihg will
depend upon the size of the activity installing the new sys- "
tem. However, the time required should be sufficiently long
to allow the activity to test the system and to provide
adequate training for budget personnel.

It is recommended that the zero-base budgeting system
be tested by a sample group of departments before it is
implemented throughout government. The departments selected
for this test should be representative of the composition of
the government as to size, objectives, and other special
characteristics.

After completion of this trial run;—representatives of
the departments'barticipating in the test should meet with

the staff budgét analysts charged with administering the

.system. The purpose of these meetings would be to discuss

the problems encountered during the preparation of the
budget and to prepare recommended revisions to the system.
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These recommended re?isiéns would then be submitted to the
executive head of government fpr his approval.

The amount of time required for this testing would
generally be one year since budgets are usually prepared on
an annual basis. This would also allow sufficient time to
thoroughly train the budgeting personnel in all departments
in the new budgeting“procedures;

The study recognizes the~fact that many elected offi-
cials will be opposed to a one year testing program for zero-
base budgeting. These officials are elected for a limited
term in office and their goal: are, of necessity, basicélly

short-run in nature. However, the study indicates that the

‘benefits derived from a testing period will definitely

improve the budgeting process by eliminating major problems

before they occur, getting the support of budgeting personnel,

and providing better budgets.

Seek the Support of the legislative
Branch of Government for the
Zero-Base Budgeting System

Overview. It is public knowledge that the zero-base
budgeting system presently employed in preparing the execu-

tive budget for the State of Georgia has not received the

-acceptance of the Legislative Branch of government. This

has created a multitude of problems in forming the final
budget for the State of Georgia. The process involved in
forming the final budget is beyond the scope of this study

since most of the changes made to the executive budget are
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political in nature. The study has been restricted to those
factors influencing the preparation of the executive budget
for the State of Georgia.

However, a lack of acceptance of the zero-base budgeting
system by the Stafe Legislature has had an.effect on the
preparation of the executive budget. Department heads who
are not satisfied with their allotment of funds in the
executive budget know that they have another dpportuhitybto
procure additional funds during the budgeting session of the

vState Legislature. One departmental budget analyst stated
that his department was not too interested in the executive
budget because it was the State Legislature that gave his

départmcnt the money it needed to carry out its programs.

Recommendation. Ideally, there should be agreement
between the Executive and Legislative Branches as to the
budgeting system to Se employed. This was not the case
prior to the implementation of zero-base budgeting in the
State of Georgia, and this did cause some problems. There~
fore, it is recommended that an effort be made to secure the
support of the Legislative Branch of Government before
implementing the zero-base budgeting system in other govern-
mental institutions.

Secure the Participation of Budget

Personnel During the Planning of
the Implementation Phase

Overview. There was little participation by budget

personnel during the planning of the implementation phase of
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zero-base budgeting in the State of Ceorgia. The decision

to adopt the new budgeting system was made by Governor Jimmy

.Carter, and his department heads were informed of this change

L .
in budpgeting systems on March 15, 1971. Shortly after the

department heads had been informed, budget analysts from the
Office of Planning and Budget held individual meetings with
departmental budget personnel concerning the new budgeting
procedures.

Budgeting procedures adopted for use in the 1973 fiscal
Year budgeting process were originally initiated by Mr. Peter
Phyrr. These budgeting procedures were, for the most part,
identical to the budgeting procedures employed by Texas
Instruments, Inc. It soon became evidentnthat these budget-
ing procedurgs which weré'applicab]e for Teiavanstrumentg,
Inc. were notfﬁpéiﬁcable for the Staté of Georgia. As a

result, many problems were experienced during the preparation

of the 1973 fiscal year budget.

Recommendation. It is the recommendation based on this
study that the participation of budgeting personnel be sought
during the planning of the implementation phase of zero-base

budgeting. This study has indicated that many of the problems

"experienced during the first year of zero-base budgeting

“could have been averted with proper input from budget per-

sonnel in the State of Georgié. Only by combining the
expertise of both an outside system consultant and of budget-

ing personnel familiar with the constraints existing in the
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budgeting process can there be any confidence in the proce-
dures established for.the implementation of a zero-base

budgeting system.

Provide Adequate Feedback Concerning

the TilTectiveness of the Zero-

Base Budgeting System

Overview. There has been a minimum.of feedback trans-
mitted to budgeting personnel concerning tne effectiveness of
the zero-base budgeting system in the State of Georgia..
After the department's decision peckage fanking has been
nccepted and the funds allocated in the executive budget,
the departmental budgctlng personnel are seldom advised of
any further use of the information contained in the1r budget.
As discnssed in previous chapters, the benefits accruing from
the application of the zero-base budgeting system are not

réadi]y apparcnt'at the lewer organizatiomal levels. There-

fore, many departmental budget analysts believe the benefits

derived from the use of the zero-base budgeting'éﬁgtemﬂde nbt 

justify the additional time and effort required in prepating
the budget.
Governor Jimmy Carter has indicated that the zero-base

budgeting system made a major contribution to his reorganiza-

tion of the Executive Branch.of State Government by showing

areas where'state services were dupLicated. In addition,

_evidence has been provided 1n this study indicating an

improvement in thc qua11ty of management information for use

L, 88 3
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of Planning and Budget as a result of employing zero-base

budgeting.

Recommendation. It is the recommendation of this study
that an effort be made-to advise all budget participants of
all benefits accruing from the use of the zero-base budgeting
system. There have been several studies which emphasize the
favorable effect of feedback on employees' performance and
morale.1 It is the conclusion based on this study fhat the
benefits accruing from an adequate system of feedback would
improve the attitudes, performance, and morale of budget

participants in the lower organization levels of government.

Implications for Further Research

This study has been restricted_fo an evaluation of the
zero-base budgeting system presently"éﬁpryed by the State of
Georgia. This limitation was necessary because the State of
Georgia is the only governmental unit presently employing a
zero-hase budgeting systeﬁ. As a result, the conclusions
reached pertaining fo implementing a zero-base budgeting
system must be considered in the light of the special circum-
stances and constraints existing in the State of Georgia

during the period of this analysis.

Teor example: Doris M. Cook, "The Effect of Frequency of
Feedback on Attitudes and Performance," Empirical Research in
Accounting: Selected Studies 1967, Supplement to Vol. 5 o
Journa] gi Accounting Research, Institute of Professional
Accounting, Graduate School of Business, University of
Chicago, Chicago, Illinois, 1968, pp. 213-224; Selwyn Becker
and David Green, Jr., "Budgeting and Employee Behavior,"
Journal of Business, Vol. 35, October, 1962, pp. 399-400.
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lHowever, there now exists an opportunity for further
research and analysis concerning the feasibility of employing
the zero-base Sudgeting system in government. The State of
Texas has recently adopted a zero-base budgeting system for
the preparation of its 1975 fiscal year budget.

Factors influencing the preparation of the zero-base
budget will vary between the two states. Some of the factors
peculiar to the State of Texas are:

1. A much larger budgeting operation in terms of both
volume and dollar amounts;

2. A greater length of time allotted for planning and
implementation;

3. Acceptance of the zero-base budgeting system by
both the Executive and Legislative Branches of State Govern-
ment.

It is recommended that further research be conducted
as to the feasibility of employing zero-base budgeting in
government. An analysis of the zero-base budgeting system
presently being implemented in the State of Texas should make

a significant contribution to this research.
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INTRODUCTION

Tnstructions for preparing and subnitting requests for Jeglslatlve appropriations for the 1976-1979 blennium are lssued under the authqriﬁy"

of the Executive and Leglslative Budget Acts.

The philosophy of the Texas Budget System and Instructfons and ptocedures to be folloved in its implesentation, are desceibed hereln,

The {nstructions ate brief and flexible enough to allov adherence to the general concept while permitting adoption of procedures to peet

1

- specifle agency needs. Coupled with instructions and exanples contained in the Budget Manual - Needs, Objectdves and Heasures, it is the

{ntent of these Instructlons to imptove budget analysls and the benefits that can be gained from this systes of budgeting,

 Sequence of Events: Budgetary analysts vill once agato be perforned arownd the progre structure developed for each agency, "Programs” and

"Activities" have been defined, and the managers of these prograss and activities vill again play a key role in the appropriations request
process, Changes desired lu the progran structure {dentified for the 1976-1977 appeopriations request must be cleared with the Executive
and Legialative Budget Offices before such changes are made, Again, the suggested sequence of events to be folloved by most agencies should

be a flve-atep process:

Sugpested S ucnée of Bvents
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1, 2, 3, S 5,

Agency/Propran Activity Managers Progran Managers Progran Managers Agency Adatnistrators
Managers Prepare Prepare Activity Rank Activity Prepare Progran Rank Progran
Planning Culdelines  Decision Packages Decision Packages Decision Packages Decision Packages
and Conduct Needs (Aetivity Pelority (Progran Priority
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IVTRODUCTION

(Continue&)

by "l!n ey ,d,mmﬂ““ P"Pm the agency Tequest by levels (Ageney Raguent Bx lmln Table) ‘mis table disphys the toul agency

4

aquest by gefiod “‘"mm Jovels (See 1nstructions for Table VII. pages 42.43)
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INTRODUCTION .

(continued)

The key to developing decision packages ds the formulation of meaningful alternatives, The types of alternatives that should be connedere d.
{n developing Progran and Activity Decision Packages are:
I, Altermative uethods of geconplishing the same Erogm‘orlactivitz.
The best alternative for providihg pmhrm services 1s chosen and the others ave discarded:
- Alternative nethods of accouplishing activity objectives should be based around the bet;hod,chcaeu for providing pregram uewecea.
- If an alternative ;o the current method of opmtion 9 chosen, the recomended method uhould‘be shovn 1n the declsion paclugee
- Only one decision paekage {s prepared to show the recomended nethod of performing the prosm o activity, |

2 lf[erent levels of effort for perforning program services, Once a methodof perforning & progm or activity hu been chosen from

the varlous alternative methods, § wanager oust identify altemative levels of effort to perfom that p_g:_gg_

For the 1978-1979 bienntum for each program for which funds are requested, 1t vill be necessary 10 identify 2 minimue level of fundins. ‘l‘he )
ainioun level of funding identified must not exceed 90X of the 1977 budgeted funding level, If funds requelted for a mexceed the 1977
budgeted funding level, one of the levals identified should not exceed ‘the 1977 budgeted level of funding. If funds requested far ! prcgram ,i'
exceed the 1917 budgeted funding level by 202, cne of the‘levels requeuted Bust approzime 1107 of the 1977 budgeted funding Level. An-lsencyl.u;‘l_;‘i
{8 not prohibited from requesting vhatever amount of funds it deens necessary to accomplish program objectives in view of s:a;utorily chargedl
dut{es and reep‘oesibiutles. Appropration requeets should reflect the highest priorities of the agency and, In general, should reflece 3 genmlr
philosophy of fiscal rentzalnt, | 3

In sumsaty, a program for vhich funds are raquested must base its fundiog level requests as follova:

1) Minlmm level = Hust not exceed 90% of the 1977 budgeted level of funding for the progras,

2)  Level 2 - If funds requested Eor 8 m_exceed the 1977 budgeted level of funding. level of fundins tha: does not exceed

the 1977 budgeted level of tunding mt be {dentified, - } , ‘ o _. -“"“f
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INTRODUCTION

(cont{nued) ‘ | f

1) Level 3« If funde requested for a p_oggan exceed the 1977 budgeted level of funding by 20% or nore, 2 levei of funding thnt
" approxinates 1107 of the 1977 budgeted funding level must be {dentified as a leval of requet,

) Level 4 - Leve] four i1l reflect thoeep_miocrennoe that exceed the 1917 budgeted Level of funding by 208 or wre, |

Aettvity deeision paekege tequests should be prepared consistent vith the plnnning guidelines regarding progran funding leveie, bui n
level requireaents are speclfled for activlty funding Ievels | |

The ninloun level of effort concept merits further explanation vith regard to its inneiinn Inthe budget systen, The minimun level of
effort nay not comletely achieve the objective of the prosron (even the adddtions] devels of effort peoposed may not eoopietely achleve 1t -
because of other considerations), but it should idennify‘ 20d attack the most {portant elenente. The eintoun lovel ouen ot exceed 907 of the :
1971 budgeted Level of funding, The uinduum Jovel ghould ateenpt to {dentify that eritical ievei of effort, below which the progesn ehould

be discont inued, because it loses fts viabillty or effectiveness. The pereneege fnetor 0f 90 percent ehould be used as a general guideline

for achieving 4 zeandogful but realistic ainlnm leval, The oininn:n leve] dentified sy be aignificantly less, Hovever, the ninimua enet:be:‘f_'-l

[ g

et by ech prot eauager for bis optrations, There aze swveral constderattons which ean quide progran sanagers Lo detetalning the

ninisun Jevel of effort:
1) The eininun level eay not conpletely achieve the totel objective o the progan (even the additonal levels of effort requeeted oey
ot completely achleve the objectivo becauge of preeticni ooneiderntione)
2) The inlow leve] should address itaelf to the mogt critieally needed services oz actack the most serlous problens,
3) The ainioua level say oerely raduce the anount of setvice (or nugher of services) provided by each progean,

) The eindaum level may reflect operating Laprovements, orgnni:etionel ehongeo, or inprovenents in efficlency that resnit n cost -

| reductions, |
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5) The ninioun level nay inoorpora:e ooobinotiooo of itens 1 through by

By identifying 2 oiniouo level, the progrom nanager {a not necessatily recommending thot the progroo be iunded at ihio level, ond ooy i

[ .,,... 'I

lmmMWWWNMmmMMMMMMMHMMMMHMWmmmMmmMMMNmnmummmdWMmm
’ . ,"'\' P e \\ ,l_ﬂr!‘r
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Development of different levels of offort indicetee that the program or ootivity wanager thinks that all levels deserve conoideration it
mmmmummmmmmmmmﬁmmmmmmmmmmmmmmmmmmMummm”

‘prioritize the marginal benefit provided by difforent Iovelo oi iunding for eooh progran ot activity.

Peiority Ranking of Funding levels

The priority ranking of activities and Levels of activities. progeass and levelo of progeeas with relotionohip to ootivity and progron

objectives 1s another key concept of the budgei aysten, The Activity Priority Toble facilitates the ronking of aotivitieo end levelo of ‘f

‘mMMHMMMHMMMMMMMmmMMMhMmmwMMNMMRmﬂMMMmHMMMmmmmMmh
ofmummosmwcmnhutoumwwﬁeﬂhﬂhuaﬁpﬂwnhohrmeMmMW.Ammymmpmm;hﬂdummuyuuwenpmnu

thHMMMMMNMmumwmmmMMHMmummmmmmmummnmmmmnhmmmﬁnm”

blennium.

Detailed fnstructions for each table of the budget yaten follov.. The oxe.opie shown will correopood to the following progm etructurl'

Functional Category: Health and Welfate

Progran Ares:  Preventable Discases
Progrant . Bureau of Tuberculosts Soeviceo SRR - o L
ktivitien: Ouﬁﬁotieotfieroiceo. o

. . Muoinistration

Conteact Services..

I
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CHAPTER V
ZERO-BASE BUDGETING ANALYSIS

Once developed, the program structure serves as the framework
for zero-base budgeting analysis. This chapter will utilize the pro-
gram structure example shown in Figure 2 of the previous chapter to
demonﬁtfate the analytical concepts of zero-base budgeting.

As the term suggests, zero-base budgeting seeks to have agen-
cies and institutions justify their total budget requests rather than
justifying only the increments above the previous level of appropria-
ations. The concept is not a new one, as Wildavsky quotes a proponent
of "justify from zcro" who wrote in 19210.1 The United States Depart-
ment of Agriculture utilized the concept in preparing agency runding
estimates for the 1964 fiscal year.

"All programs will be reviewed from the ground up and not merely in
terms of changes proposed for the budget Yyear. Considg;ation must
be given to the basic need for the work contemplated, the level at
which the work should be carried ou:z, the benefits to be received
and the costs to be incurred. Program 80als based on statutes
enacted to meet problems on needs that today are of lesser priority
must be re-evaluated.

Some have maintained that the planning-programming-budgeting
systems of the mid-1960's would result in the implementation of some

of the zero-base budgeting techniques.

52
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Planning-programming-budgetlng systems will tend to lessen the use
of the current widespread practices of giving excessive attention
to the changes from the preceding year's budget with too little at-
tention to a review of an agency's budget as a whole in the sense
of reconsidering the value of existing programs.

. . . PPB seeks to replace, at least in part, the pernicious prac-
tice of incremental budgeting, under which the budget allocation
process does not involve a review of the basic structure of pro-
grams but primarily consists of making decisions about how much
each existing program 18 to be increased or, much less frequently,
decreased. Each program cannot, of course, be reviewed from the
ground up each year. But the analytic steps of PPB call for a
periodic review of fundamental program objectives, accomplishments,
and costs while considering the effectiveness and efficiency of
alternqtives.“

The Dynamics of the Zero-Base Proéess

The zero-base-system emphasizes an improved planning function
and an improved mnnageménc function as its primary components. Plan-
ning involves the establishing and specifying of objectives, the eval-

vation of alternative courses of action to achieve those objectives,

. and the allocation of resources among those programs. -Such explicit

requirements were not an element of the previous budget methodology.
The improvement of the management function focuses on the utilization
of resources--personnel, equipment, operating expenses and the like--to
implement programs in an efficient and effective manner consistent with
the goal of accomplishing program cbjectives. The zero-base concepc'
seeks to provide the link hetween operational objectives and specific
governmental programs and activities designed to achieve those objec-
tives. This element of "how' to implement programs has been declared

53
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systems,

PPB focuses almost entirely on what will be done, not how to do it.

.. o« [{M}ost discussions of PPB have simply ignored the very real

and crucial problems of program implepentq:ion, long a central con-

cern of state budget activities, Policies are not better than the

manner ‘in which they are carried out, and this truism will not be

altered by PPB. PPB is concerned with budget formulation and fo-

cuses on program and policy decisions, not that part of budget

review that tries to detail the inputs required to implement most

economically the decisions already made.

PPB focuses on what will be done, not how to do it. . . . PPBS has

no formal methodology to transform policles and objectives into

an efficient operating plan and budge:.6

To illustrate the various components of the zero-base budgeting
system, an example is utilized to demonstrate how the theoretical as-
pects of zero-base budgeting will result in an improved decision-
making informational tool, Although not a formal requirement in the
preparation oi agency budget requests, a sequence of events was Sug-
gested to aid personnel in the implemen:ation of the zero-base budget-
ing concept. The sequence suggested is illustrated in Chart 2, see
page 595, and provides an appropriate frame of reference to discuss the
dynamics of the process. ~Once the dynamics have beea briefly dis-... . R
cussed, an example illustrates the theory of the concept.
Logicaliy, the first step of any effective planning and

budgeting process should be the development of planning guidelines by

agency and program managers. Such guidelines might include the identi-

fication of basic program needs and objectives, an evaluation of past

54

!
o
o

)

O

ERIC

Aruitoxt provided by Eic:



CHARD 2

SURGESTED SEQUENCE OP EVEHS IN THE ZERO-DASE PLANNING A4D BUDGETING PROcESS
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fOrmuluced by agency and prograt managers, The identification of
various levels of Program and actiVity effore is a unique and key com-
ponent of tN® 2&TO-bage gygpen, After activity mamagers prepare their
requests and reviey them with their program managers, program managers
muse rank the Valioug .. ... of funding identified for each activity in
order of Priofity within the pro8f3®™: This process of ranking priori-
ties establishes the budget levels of each program. If activity man-
pere o f°11owe§ the planning guidelines with regard to the various
Program performance levels that WETe€ €Stablished by agency and program
wanagers, the Varloug jeye15 of funding identified for each activity
should correlate and po rorjeceive Of the program rerformance level
guidelines eStublished. .

The PYOBTam mapacor can theh Proceed with the next step in the

Process which is the Preparation of the Program request. 'The program

Jevels of foneine 1dén£ifiéd from the estabiishiﬁg of priorities of the

various levels of f“nding of the activities comprising the program will
reflect che Prolesteq performance levels wirph regard to program needs
and objectives. Thus, decision-makers should be able to utilize this
information tO determip. .. yarious iMpacts that can be anticipated

on the targe:-grofp Ot proplem ared at the varijous levels of funding
identified-

After the Prograp jevels have been {dentified and program im-

Pacts evaluated, 38ency administrators Wust establish priorities among
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the levels of the variuus programs to emphasize which services are

emphasized and those that are de-emphasized in the agency's budget

reﬁuest.

The frequent references to activities, progrims, levels, and
es:abliéhment of priorities tends to bacome conf;sing. To explain the
theory of the concept requires an é¥ample of the type of information
required so that one can becume mcre cognizant of the thought processes
that should enter into the preparation of a zero-base budget request of
an agency. Referring to Figure 2 in Chapter LV, a 3sample funding
request Is fllustrated for the Institutional Care program and the Coun-

seling and Rehabilitation activity.
'

Program Needs Assessment

For each agency program, agency and program managers must first

~identify and discuss the particular problem or need to be addressed by

:ha:_program. NeedAidentification is facilitated by the Program Deci-

sion Package Need Table, which should be prepared while agency and pro-
gr. s managers are developing the initial planning guidelines, goals and
objectives for agency programs. Need is definzd as that quantity which

identifies the program performance level required to solve a problem,

" achieve a desired state of affairs, or serve a target group. The need

for a program should be derived from the determination of legislative

1n:en:iwh1ch authorized the need tc be met and/or the identification of

58
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the target group or»ﬂegment éf the populacion'which has been identified
‘aé béing in neea'of service.

The Progr#ﬁ 6ecision Package Need Table requires a discgssién
of the nature of the need and the magnitude of th; need to be addressed.
Tﬁere are several aspects of need which'are useful in identifying the
'specific needs and/or demands for each program. In presentations to
agencies, staffs of the two budget offices emphasized five basic aspects
of need to aid pFogram m;nagers in program needs determination. These
five aspects ;;d their basic characteristics are as follows:

1. Target population--the group or environment to which the

need relates. ‘

2. Quantity of need--an indicator of the numerical scope of
the need. This should identify the size of the true target
population.

3. Quality of neéd;;;a.i;&i;;;;;.éé>t5;>seQ;¥i;y’oé tﬁe néea”.
(of the importance of satisfying a unit of need).

4. Urgency of need--an indicator of timely accion required to
satisfy needs.

5. Unsatisfied demand—-an absolute or relative measure of
the indicated demand for which services are not provided.

The Program Decision Package Need Table requires'bo:h a verbal

description of these basic aspects of need and the identification of
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- quantitative need indicators that will serve as the basis for analyzing

fﬁe efféctiveness of program operations. Refer to the Program Decision
Package Néed Table example for an Institutional Care program of tﬁe
Texas Youth Council for an illustration of the tyée of informatiou de-
sired. The dete;mination of the need for governmental gervices is a
necegsary prerequisite to the evaluation of the effectiveness of such

services.

The Activity Decision Package

‘After the Program Decision Package Need Table has been com-
pleted, é;ch activity manager within_:hac program must analyze his
activity and prepare the funding request. This analygis ig facilitated
by the Activity Decision Package format which focuses analysis on the

following questions.

1.-What is the objectiye'of the activity? " -~

2. What are the alternative means or methods of performing tﬁe
activity to accomplish the objective? -

3. What is the proposed means of pecsforming chg activity?

4, What are the alternative levels of funding that should be
considered?

5. What are the costs and benefits of each level of funding
identified?

6. What are the work load measures that are meaningful in

evaluating the activity?
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First of all, the activicy'objeccive statement should describe
the purpose and objective of the activity in relation to the program
of which the activity is a part. The objective statement should sﬁate
in quantitative terms the desired outputs or work load-of the activity
and should specify the time frame in which this will occur. Activity
objectives must correlate with program objeﬁtives in terms of the work
loads or outputs that the activity produces to further achievement of
the program objective. .The objective statement foq the Counseling and
Rehabilit;tion activity is shown on page 63. Objective statements for
the other activities comp}ising the program--Administrative Services,
Physical Plant Maintenance, Support Services, Food Services, Education,
Medi;al Treatment, Dormitory Life and Adventure Trails--should also be
stated in measuréﬁle terms indicvating the work loads or outputé they

Seek to produce to insure achicvenen of the progrum objective.

After the activity objective statement has bee; formulated,
activity managers should consider alternative methods of performing
the activit; within the parameters of the program planning g;iAelines.
Analysis of alternative methods of accomplisﬁing the objectives is éne
of the key aspects of the zero-base system. Managers are not restricted
to the identification of funds needed above the existing level of ap-
propriations, but are explicitly afforded the oppqrtunity to evaluate

the present method of operation against other reasonable alternative
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"”-meﬁhodﬁ of psoviding services.

By focusing on alternative hethods of

accomplishing objectives, activity managers may idenfify more efficient
and effective weans of performing the activity. After all reasonable
aigefnatives have been evaluated, the best alternative ig chosen to
perform the activity. The alternatives not selected should,be de~
scribed, the reason for rejection stated, and the.estimated costs of
each alternative should ye shown.

This formal consideration of alternative methods of providing
services is a distinguishi&g feature of the zero-base Bystem when com-
pared with the previous system. It should be reemphasized that alterne-
tive methods for achieving the gt;gtam objective should first pe con-
sidered before each activity manager determines the altetnativé methods
-for achieving his activity objective. Thg intettelationship between

. Pprograms and activities as defined by the program structure of an
agency clearly places a ptemiu; on effective pianning. For an example
of alternative methods of accomplishing program objectives tefeéjto
page 80, and for an ex;mple of alternative methods of accomplishing
activity objectives refer to page 64.

After the activity objective Statement has been formulated agd
the method of performing the activity chosen, the next step is the
identification of altetnqtive levels of effort for performing the
activity. The zero-base concept, which requires the complete analysis

-of programs and activities in terms of the identification of
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alternative methods of providing services, élso requires that funding
levels be established to identify 1ncreﬁenta1 costs and benefits as

they relate to achievement of objectives. A primary element in the
concept is that the initial level ;f‘funding identified must be below
the c;rrent level of funding. The identification of a "minimum level

of effort” is the base for the identification of other levels of effort.
In essence, the requirement that a funding level below the current level
of funding be identified has become the feature most often associated

with the zero-base system. The joint budget instructions issued by

.

the two budget offices explained the minimum level concept in some
detail.

The minimum level of effort may not completely achieve the objec-
tive of the program or activity (even the additional levels of
effort proposed may not completely achieve it because of realistic
budget and achievement levels), but it should identify and attack
the most important elements. The minimum level must be below the
current level of effort. The minimum level should attempt to
identify that critical level of effort, below which the program or
activity should be discontinued, because it loses its viability or
effectiveness. There is not a magic number (e.g., 75 perceat of
the current level) to identify this minimum. This minimum must be
defined by each program or activity manager for his operations.
However, there are several considerations which can guide program
and activity managers in determining the minimum level of effort:

1) he minimum level may not completely achieve the total ob-
jective of the program or activity f{even the additional levels of
effort requested may not completely achieve the objective because
of realistic budget and/or achievement levels).

2) The minimum level should address itself to the most critical
services or attack the most serious problems.

3) The minimum level may merely reduce the amount of services
(or number of services) provided by each program or activity.
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4) The minimum level may reflect operating improvements,
organizational changes, or improvements in efficiency that result
in cost reductions. _‘ 7

5) Combinations of 1 through 4.

.

Note that the defiasition of theuqinimum level of effort 15,
couched in suc™ germs svu as to appif Eowg;th programs and activities.
Since activities are the administrative techniques utilized to carry out
programs, the 10319 of the zero-base system holds that the addition of
all minimum levels of the activities comprising vhat program would con-
stitute the minimum level of the program. The addition of subsequently

identified incremental activity levels would likewise constitute the

lncrehental program levels.

Thus, the initial planning guidelines issued by agency-and pro~ - U

gram managers should specify the number of levels that will be ident<-
fied at the program level so that activity managers can prepare their

level requests in accordance with achievement of the program objective
at these various levels of funding.

There are several basic elements of information that should be
identified for each level of funding requested. The first is a descrip~
tion of the.methods, éctions, and operations required to perform the
activity at each level of funding identified. Refér to pages 63-64 for
an example. In describing the means of performing each level of the
activity, managers should specify what will be done; how it will be

done; and, the benefits and shortcomings of that level. This provides
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managers the opportunity to justify funding level requests in a
qualitative manner. However, emphasis is placed on justifications that
can be expressed in a quantitative manner which is the purp;se of the
work load/performance measures infnrmation section that is provided for
each funding level requested. Again refer to pages 63-64 f;r an
example.

Although this section of the activity decision package format
specifies the identification of either work load or performance mea-

sures and the supporting data, the logic of the Texas system holds that

activities will produce products that can best be measured by work load

and unit cost measures while most program outputs will be more properly ...

measured by results-oriented or performance measures. The most impor-
tant consideration, however, is that work load and performance measures

be a meaningful method of displaying the degree to which each level of

effort of an activity or proéram contributes to the accomplishment of
the objective.

The joint budget instructions for the 1976-1977 biennium noted
that work load/performance measure characteristics should:

1) provide a clear picture of the services provided and/or re-
sults produced for each level of effort;

2) identify tiie factors controllable by that activity or pro-
gram (e.g., an activity will not have any impact on the weather,
but may provide services in the form of a disaster warning system,
which is controllable, and the results of which are measurahle);

3) deal with significant, core aspects of the activity or pro-
gram, directly related to the change sought by the objective;
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4) be designed with an emphasis on readily obtzinable data.
However, measures for which data do not exist still should be -
identified;

5) . . . emphasize factors which may vary with, and may b
correlated to, the activity's or program's expenditure level.

with the identification of work load or unit cost measures, an

analysis of the efficiency of services provided can be determine’ at
Lo}

the activity level. Efficiency does not address the question of

whether the product. is worthwhile or good. Rather, efficiency focuses

upon the ratio of inputs (resources allocated to the activity, usually

measured in dollars) to outputs (products, usually measured in units

called work load measures which describe the quantity of activity).9

weeeeee--Examples-of ~work - load-measures “are “shown-in-the-example on page 63 and T

also in Figure 4 in the chapter on program structufe.; Utilizing this
type of information, the following type of analysis is possible.

Assume that states A and B both allocate $1,000,000 to Community,
Colleges for training computer programmers. In State A, 500 stu-
dents complete the curriculum that this $1,000,000 bought. In- "' %"
State B, 400 studerts complete the curriculum. The cost per stu- :
dent is $2,000 for State A and $2,500 for State B. Assuming equiv

. alent curricula the community ceclleges in State A arxe training -
computer programmers more effir’ently than the community colleges
in State B. (But that doesn’: nécessurily mean that A’s students
are better programmerr. than B's.)lo L

Measures of efficiency are important because of the iimited
resources that are available to meet all¥of the demands for governuzental
gervices. 1t is not only important .that desired changes be brought

about with regard to basic problem aress or target groups, but that thié

be accomplished with the expenditure of the least amount of funds and
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resources possible. Work load measures provide the opportunity to
compare anticipated outputs with past performances, with accepted stan-
dards, or with the experiences of other governmental units. If work
load outputs are specified in the activity objective, it then becomes
possible to ascertain the uchievement level of each level of effort in
meeting that stated objective and ultimately the program objective.

Further examples of work load measures include:

Number of students enrolled in school

Number of investigations

Number of patients treated

Number of cards received and processed

Number of samples analyzed :

..Number..of .facilities .certified. ..

Number of vehicles inspected
While such measures are conducive to the measurement cf output in terms
of efficiency, they do not address the impact of governmental services
on the problem area or target group in question.

The third page of the activity decision package format, shown
on paée 65, provides an object of expense breakdown for each level of
funding ideantified. The Comptroller's Manual of Accounts is utilized
as the basic guideline in determining Ehe objects of expense for which
expenditure data should be submitted and requests formulated. This in-
foriation is displayed incrementally for each object of expense, with
provision for the —relztive cost that would be experienced if each

particular level of funding were appruved. Additionally, activity man-

agers are required to identify both the source of funds and the amount
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of funds frow each source for each level of funding 1aenc1f1ed.
Theoretically, the zero-base system should not require a differentia-
tion of the source of funds utilized to provide governmental services
Bince all services should be justified from base zero. However, the

requirement that funding sources and amounts be identified is an admis-

» .8ion that such information is desirable under the Texas zero-base sys-

tem. In the example on page 65, the general revenue fund is the sole

source of funding for the Counseling and Rehabilitation activity. The

" fourth page of the Activity Decision Package format is shown on page 66.

The staffing patterns for each level of funding identified must be
shown on this section of the decision package format. While the zero~
base budgeting system in Texas strongly emphasizes measurable objec~
tives, alternative methods, alternative levels, and performance mea-
surement, it also requires object of expense and personnel information

that was such a major component of the previous budget system.

The Activity Priority Table

After all activity managers comprising a program have prepared
rtheir activity decision packages, it then becomes the responsibility of
the program manager to rank these decision packages in order of priority
within the program. This process is facilitated by the Activity Pri-

ority Table. An example of this process for the Institutional Care
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proéram, page 7@, reflec;g-che decisions that the program manager must
make.

If all activity managers have prepared their decision packages
consistent with the planning guidelines regarding program levels, the
program managef can proceed with the-priority ranking of activity lev-
els. Thus, as shown in the example, the summation of the level one
funding levels of the activities constitute the level one fuﬁding level
of the program. Activity packages ranked 1 through 9 constitute pro-
gram level one; activity packages ranked 10 through 18 constitute pro-
gram level two; and, activity paékages ranked 19 through 27 constitute
proéram level three. »

Assuming an ideal program structure, it makes little aifference
whe;e the various activity ievels are ranked within a program level
since the performance of all the activities comprising a prograum is
necessary to perform the program and meet the progr%m obje;cive. This
is refiéECed in the example for the Institutional Care program. By -
definition, the minimum level of an activity musﬁ be ranked higher than
the second level of that activity and so forth. The Texas system rec-—
ognizes the possibiiicy that some functions may not be directly re-
lated to achievement of the program objective. Research projects would
fall into this category, as well as one time capital outlay equipment
expenditures of a magnitude that the method of performing an activity

or the program would be altered. To illustrate, assume that a research

76

257



O

ERIC

Aruitoxt provided by Eic:

250

proposal regarding identification of a better method‘of performing the
Counseling and Rehabilitation activity was proposed at a funding level of
$100,000 and this was the only level of funding identified. If this

request is ranked number 18 by the program manager, then theoretically

the second level ¢f program funding could be at that point. The pro~

gram manager might determine the second level of program funding to be
at that level, or he might §196 include the second level of the Physical
Plant Maintenance activity which would then become .priority package
oumber 19. Although not shown in the example, the Texas system
allows for imperfections in‘program s:ructuré definition. In other
words, some structures will be developed wherein the aggregate effect
of the activities will not have a direct relationship with regard to
échievement of the program objective. In such cases, setting priori-
ties of activity decision packages can occur at various program funding
levels. However, emphasis is strongly placed on the‘identification and
implementation of pfoper program ‘structures,

As one can see by referring to the Activity Prisr.sy Table ex-
ample, by definition minimum levels of all activities nwet be below
the current level of funding. Thus, the minimum level of the program
is assured of being Yelow the current level of program funding. In
the example, the minimum level of program funding would be $3,226,500
for each year of the 1976-1977 biennium. Ninety-nine personnel would

be required to perform the program at this level. This level of funding
ki
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compares with the current level of funding, the 1975 budgeted column,
of $3,710,000 and 132 personnel. The second level of funding would-

require $4,023,000 and 142 personnel in fiscal year 1976 and $3.997:000

" and 142 personnel in fiscal year 1977.

Lt should be noted that the joint budget in;;ructions did pro-
vide for exceptiona to the minimum level. Instances of start-up costs
for previously non-existent operations, or operations that were not
fully in operation during the 1975 fiscal year aré exéﬁbléa of such

exemptions.

The Program Decision Package

After the program manager has ranked levels of activity deci-
sion packages it then becomes necessary to prepare the program decision
package request. Refer to the example for the Institutional Care pro-
gram of the Texas Youth Council shown on page 79. As stated previously,
activity managers are guided in the preparation of their activity de-
cision package requests by the planning guidelines which included spec-—
ifiéaﬁiéﬂs of the program objective; the consideration of alternative
methods of performing the program; and, the determination of tentative
Program funding levels. The program objective is a statement of the
quantifiable impact a program is anticipated to have on a abecified
Problem area or in achieving a desired state of affairs. - The program

objective statement should specify (1) the target group or problem area

8
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for consideration (need), (2) the extent to whichk this need will be

me%, and (3) the time frame in which the desired condition will be
brought about. If the objective statement can be stated in such terms,
it is ﬁossible to measure the effectiveness of the program with relation
to achievement of the objective at the different funding levels
identified.

Questions of program effectiveness are often not asked vhen disc
cussing governmental services and requgﬁca for appropriations. Thare
are probably several explanations that account for this. One would be
that program effectiveness measurement 1s‘so extremely difficulc; How
does one determine that basic progras -onditions have changed, and
uhécher or not that chiﬁge was the resul? of services provided by the
particular program? Secondly, ché developrent of an apropriute data
base to measure program effectiveness lags considerably hehind the
availability of‘daca of the work loas nature. This facz is simply a
taceai-itton ot the state of the art. Several states, including Texas,
are making every effort to improve this component of budget “Systems.
The zero-base system in Texas ~eeks to raise the level of concein re-
garding program measuzement and make it a subject of systematic anal-
vsis throughout the budgetary process.

The Program Decisi:zn Package format is very similar to that of
the Activity Decicion Package. The means employed to perform the pro-

grau are described in a rmazrative, with emphasis placed of. L.Ii& vesources
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added at each particuiar lewsl of funding. Managers are agzin given

e opportunl;y‘to spsak qualitatively to the aspccts.Zf programs that

they feel 40 not leﬁd cthomselves to quantitative measurement. Although
the zero-Luse sgstem strongly erphasiras cosr cffectiveness ahalysis
and quantitative measurement, the systam waald be incomplete if it did
not provide brogram and aétivity minagers ché opportunity to éxpress
their concerns fegarding outhLs that ar® not conducive to quantitative
measurement.

The chief difference tietween the two formats, as pointed out
before, is the diffcrence Setween measures of efficiency at the activ-
ity level and measures vi effectiveness at the program level. The Pro;
gram Decislon Package format also requires a summarization of proposed
expenditures by object of expense. Staffing patterns are not required

at the program level.

The Program Priority Table

The final step in completion of the zero-base budgeting analy-
sis required of the agency i{s the establishment of priorities of the
various Levels of the program funding requests. This process is fa-
cilitated by the Program Priorizy Table. An example is shown for the
Texas Youth Council. In the example shown on page 84, the Youth Coun-

cil has three institutional programs, a community based program, and

the central office function is described as a central administration
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program. ‘Depeqding on program giructure definition, the three
institutions could be combtined into one institutional care program but
this $8 not the case in the example.

.*he purpose of tliz Program Priority Table is to identify and

rank prbg:sms and levels of programs against one another as they relate

-to ihe overall needs and objectives of the agency. By definition, the

Qinimum level of a program must be vanked higher than the 3econd level
of>th;t program; the second level of the program must be ranked higher
than the third level of that program and so forth.ll The example il-
lustrates this for each of the three programs.

The 1ﬁterrelationship between programs and levels of programs
i{s not interdependent as are activities and levels of activities. In
other words, one does not necessarily have to fund all the second lev-
éls of the three institutional care programs, the.ccmmunity based pro-
é;;ms and the central administration program to have an impact on the
target group oriproblem area. Of course some difficulties might be
encountered if one institutional care program was funded at a higher
level than the other two institutional care programs. There would be
some basis for such disagreement since institutional care programs
within the State should be of the same quality from one 1nsc1tutiop.
to another. However, the point is that each of the programs and lev-
els of programs identified should have an impact in reaching a desired

state of affairs.
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Referring to the example, agency management has indicated by

this ranking process that it desires to continue basically the present

_method of delivering services. Thus, the first levels of each of the

five programs are ranked 1-5. However, in this example, the community
based program takes on added importance as indicated by agenc§ manage-
@ent ranking the second and third levels of this program above the
second and third levels of the three institutional care p?ograms.

One might also make a tentative assumption that the second and third
levels of the central administration program aléo have some relation-
ship to the community based programs, since the third level is ranked
above the third level of the three institutional care programs. How-
ever, one should be extremely careful in assigning too much impor-
ta;ce to any major assumptions that might be made by reviéwing the
Program Priority Table. The Program Priority Table simply reflects an
ageﬁcy's ranking of its programs and levels of programs as they relate
to the needs and objectives of the agency. It (the Program Priority
Table) does not contain any information whatsoever regarding program
needs, objectives, and impacts. To assume that it does is to mistakenly

apply one of the principles of zero-base priority ranking to the exclu-

- sion of the consideration uf the cther princfples involved. Such uti-

lization of the ‘concept would compromise the principles and intent of

the ¢verall system.
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To summar{ze, ‘zero-base budgeting analysis is framed around a
program structure that 1is constructed along need and objective lines
‘ao as to focus attention on program results in serving a particular
target group population or solving a problem. Efficiency is emphasized
at the activity level of the structure and effectiveness‘ac'che program
léyel of the structure. Alternative methods of providing services must
Béj;nalyzed at both levels to insure that the most efficient and effec-
tive methods of program delivery are chosen. The zero-base philosophy
requires that a level of funding below the current level of funding mhsc
be'idencified. Subseqyenc levels of funding must reveal.che additional
outputs or impaECS that can be projected to occur with the additional
resenrces requested. Priority ranking of levels of acﬁivicies and
programs indicates management's determinétion of how the agency's needs
and objectives can best be mot. Supporting information describes how
the services will be provided, by whom, and the costs and benefits pro-
jected. . Finally, the goal of the entire system is to provide more and
better information to decision-makers so that the priorities of the

State can be determined and achieved in a rational and reasonable

manner.

Performance Evaluation

This is the tuxary of the Texas zero-base budgeting system."

However, before proceeding to a critique of its application, one should

87
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also consider the role of the poét—performance evaluation prbcedure

that has been established. Is there any difference between "analysis"

and “evaluation™?

It is not easy to specify the differences between analysis and
evaluation. Their methodologies are similar and cost effectiveness
(in 1ts various forms) s their mutual concerns.. In systems theory,
analysis and evaluation generally are conceived of as two inter-
connected parts of an iterative process that begins with the iden~
tification of objectives and the analysis of program alternatives
and culminates with an evaluation of program results. Analysis
typically is regarded as a necessary step before evaluation; only
after the objectives and program aims have been specified can their
attainment be measured. But, as sociopolitical processes, analysis
and evaluation rarely coexist in the fashion prescribed in flow
charts, for the ascendancy of one ordinarily spells the eclipse

of the. other.

An obvious distinction is in time perspectives. Analysis is a
prospective process; it has to do with planning. future policy and
the consideration of proposed courses of action. Evaluation is
retrospective; its concern is with what has been accomplished under
existing or terminated programs. Accordingly, analysis tends to

be associated with new public actions while evaluation concentrates
on reviews of past decisions. .

It is the latter distinction with regard to the time perspec-

tive that is evident in the Texas system. With the passage of House

Bill 169, the Sixty-third Legislature, Regular Session; established a

e P

syster of performance audits and réports by the Legislative Budget

Board. This legislation stated in part:

e gyn

The performance report shall analyze the operational efficiency of
state agency operations and program performance in terms of ex-
plicitly stating the statutory functions each agency, department,
commission and ipnstitution are to perform'and how these statutory
functions are veing accomplished, in terms of unit-cost measurement,
work load zfficiency data, and program outgut standards as the
Legislative Budget Board shall establish.1
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Further, Senate BLIl 52, Acts of the Sixty-fourth Legislature,
Regular Session (the general appropriations bill for the 1976-1977 bi-
ennium) contains a rider provision which states:
Each agency shall file an annual report under guidelines developed
by the Legislative Budget Board and Coyernor's Budget Office show-
ing performance and work load measures for each line-item program
or activity for the fiscal year. The report shall also contain a
comparison to estimated performance and work load-measures fore-
cast in the budget request, and explanations for any major.vari-
ance by measure.l4 :
The purpose of the performance report in the Texas system is
to assess actual program accomplishments in comparison with planned pro-
gram accomplishments, The performance report should measure program
accomplishments or results through the collection and analysis of data
in a;pystcmﬁtlc. step-by-step process. It should be results oriented,
measuring program performance in cefms of its impact or its effect upon
clients and citizens. Its principal purpose is to provide decision-

makers with information on past performance so such information can

- then be utilized to improve policy and resource allocation decisions.
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CHAPTER VI
EVALUATION

How does one d;termine that the funding decisions made by uti-
lizing the zero-base concept are better than those that uére made under
the previous budget system? Quite frankly, it is almost impossible to
point to a decision and say that it was a better de;igion because of
the utilization of the zero-base budgeting concept. Theoretically, one
should not assume that better decisions will necessarily result but
should assume that better information will result and be structured in
a manner th;t is relevant to those engaged in the decision-making
process. To gain an understanding of the type of information generated
and its application to decision-making, the author interviewed senior
examiners from the Leg!slative B;dgct Office and Executive Budget Of-
fice who had experience with the previous budgetary process and who also
férmulated budget recommendations by utilizing the zero-base concept.
Also, questionnaires that addressed the same»?gsic questions that were

posed to examiners were forwarded to personnel involved in the prepa-

ration of budget requests for the Department of Health, Department of

. Public Safety, and Department of Corrections. By analyzing the views

expressed in these responses and the author's personal cxperience with
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" the two different systems, the author seeks to pfdvide sume conclusive
"evaluations on the advantages and disadvantages of the zero-base bud-

~ geting process.

The Strategy of Implementation

First of all, as pointed out earlier, the zero-base concept was

implemented in all state agencies and institutions. Admitte&ly. the

concept that was implemented for colleges and universities, the junior

colieges, and the minimum foundation program for financing public

‘schools was vastly different than the concept implemented throughout

the remainder of state government. The former two were different be-
cause of the formula system utilized to fund this segment of higher
education and t:e latter was different because of the statutory pro-
visions that specifically'detail the funding mechanisms to be utilized
in financing public school educational needs. The point to be empha-
sized is that the implementation of zero-base budgeting differed from
the methodology that state budget directors have on at least .one, occa-
sion noted as most preferable in installing PPB systens.
Owarall, budget directors favor a deliberate speed policy that
does not upset budget traditions éﬁd that involves a wide spectrum
of participants. The composite 'best way to install PPB" is; in
a few agencies at a time rather than across the board; with the
regular staff rather than with a special PPB staff; by revising
the existing budget procedures rather than by establishing special
new procedures; by working with the agencies rather than by con-
centrating the work in the central budget office; by concentrating

on the legislature rather than by circumventing it; by giving
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planners an advisory rather than a leading role; by relying on
people who know state budgeting; by establishing state goals rather
than by developing supporting data; by focusing on program alterna-
tiveg rather than on cost projects.

Zéro-base budgetfng was implemented in Texas in a manner quite
different from the 'ideal" process described above. For example, basic
imﬁlémen53cign characteristics included: across the board implementa-
tion rather thar a phased-in proéegégwi;h a few selected agencies; ;
regular uge of Special expertise provided by consuléancs; qnd, g vast
revision of then existing budget procedures. It is virtually impossible
to descrige the difficulties encounsered in implementing a cimgprehensive
budg;cxng system such as zero-base throughout Texas state government
with a limited budget staff. The immense burden CHa& this placed on
;xaminers of the two central budget offices and agency personnel in-
volved in budget preparation probably resulted in each having a better

undersganding‘gf the other's problems. Additionally, it was the general

consensus of those who were involved that any imprcvements that are

those involved in the initial implementation efforts. This general
opinion seemed to be expregsed throughout examiner and agency personnel
responses,

Most of the conclusions reached in this chapter are based on the
opinions of examiners and activity and program managers and thus refle;;

judgment on the type of information desired by personne] at this Jevel
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of the decision structure. io suasarize for a moment, these types of
personnel will be principally concerned with data gathered at the pro-
gram and activity levels of the structure. On the other hand, the
Governor and members of the Legislarure should i: primarily concerned
with the data generated at the ; .v.m vea and program levels. The in-
ternt of this report is not to re : .mprovements regarding the cur-
rent budgetary structure, but to concentrate inztead on any improve-
ments that can be made in the system that is implemented around the
;¥lzting structure. The point to be emphasized is that it is quite

dif ficult to design a system that accommodates the informat.onal de-
sires ;f those involved in the dual budget preparation process in Texas

--the Governor and the members of the Legislative Budget Board.

The ScruCCuriné of Information
Some of the difficulties involved are easily noted. For ex-

ample, assume that information generated at the program area level--

.. generally. the _amount of. resources.being directed.toward.a particular ... ...

group or segment of the population with similar disabilities, needs or

attributes--1is bar'.c2lly structured in such a manner that is relevant

.both to the Governor and legislators. Quite frankly, this assumption

is probably valid more often than not. However, in developing the pro-
gram level of the structure--the level wherein the external effects

that programs have upon problem areas, target groups or a desired state
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of affairs can be measured--should one develop agency structures accord-
ing to objectives or organizalien responsibiliries, according to geo-
graphical considerations, or accerding ro different clienteles? At
precisely this point, the dual process of budger preparation imposed

the burden of designing a2 system to meet informational desires that are
probably quite differeﬂc in nature. While members of the Legislature
might be concerned with the level of program expenditures in an area of
six counties, the Governor might be more concerned with the level of
program expenditures with regard to that same program in tarus of the
distincer clientele served.

Working within this general environment, examiners expressed
the general opinion that zero-base budgetiqg did not structure informa-
tion in such a manner that was conducive to utilization by decision-
makers—-the Gov: :r.r, the Lieutenant Governor, the Speaker of the House
of Representatives, and the members of the Legislative Budget Board and

remaining members of the Legislature. This is not to say that zero-

“base budgeting falled because 1t did not §upplant the “politics” that™ 7 ="

are %0 much a part of the decision-maxing process, but that it did not
tranélate the information generated in such a manner that it was most
relevant to those involved~}§Wﬁagision-making at that level of the
decision structure.

Examiners and agency personnel recognize the necessity of guber-

natorial and legislarive support in the implementation of a new

96

—~

1\
-J
~3



O

ERIC

Aruitoxt provided by Eic:

270

budgeting system, and it is generally agreed that such support was‘
available from the beginning of the process to culmination with the
passage of the general appropriations bill for the 1976-1977 biennium.
Indeed, it was Governor Briscoe and Lieutenant Governor Hobby whoAini-
tiated the thrust for zero-base budgeting implementation in Texas and
not their ratification of a proposal that o}iginated with the staffs.
of the two budget offices. However, the type of information desired
by these two decision-makers was never fully communicated to the staff
beyond the point that ''all governmental services should‘be justified,
rather than buLy thase jncreases above the current spending level.”
Although Governor Hobby participated in the implementation of
the system by chalring the steering committee, his chief representa-
tives seemed to be t;e consultants who had aided in the instellation
of such a system in Georgia. During this time, savings verv ce-itinu-
aily alluded to as a primary benefit of the zeéo-base procels. sav 58
can only occur, however, if decision-makers make savings decisjozp.
Governor Briscéé. S;éaierHB;;iei ;ﬁd égé.Leéisl;ti;; ﬁudéetmﬁbgfahfi-
nally agreed‘that the consultants confract shouid be terminAted. This
;ame at a time when the basic decisions had been reacheéd wirh regari to
the joint budget instructions that would be issued for utilizaziox {
preparing budget requests for the i976-1977 biennium. To the extent

that the consultants dasires were reflected in those instructious. .ae

can generally assume that Governor HolLby's wishes were accorded.
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Alternative methods, alternative levels, objectives, performance
measures, 2ad establishment of priorities were all components of the
new system. What was not evident, however, was how decision-makers
wished to-see such information displuyed. For some Teason, cﬁia never
became clear during the euntire process.

Examiners struggling to filter through the sub#in~crial amount
of additional information that was generaced through the zerc-basge
process, found that their problems were compounded when they were con-
fronted with the responsibility of structuring the information in such
a manner so that it would be relevant to decision-makers. Without any
definite indication of the desires of the Governor or members of the
Le§1518ture, they were left with the most difficult task of either an-
ticipating informazional nzeds and proceeding accordingly or presenting
information in the &ime manner that was most meaningful to them (exam-
iners). Structuring information by program area often requires the

accumulation of such data from several different agencies. To the

“author's knowWlédge, "such quéstZons were ‘infrequently “asked,” 1f they

were ever asked at all., With regard to the ranking of programs and
program levels against one another as they relate to the objectives
and needs of the apency, this information was ra:+ . .isplaye’’. Sum-
marizing, examiners fel; a real sense of frustration with regard to
the structuring of informatinn acco;ding to the "desires" of decision-

makers. Whether this be an {ndicator of lack of leadership or lack of
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professionalism on the part of the budget staffs i8 @ Macrer that can be
debated to any end. In this paper, the author merely recognizes that it
was a major problem. ' '
Thus, it is no surprise that examiners either disagreed or dis-
agreed strongly w;:h each of the following a:acemejtsz
1. Legislators found agency priority ranking informacion to be
extremely useful and depended on iclheaVily in their
decision-making processes.
2. Legislators have a clear understanding ©f the zero-base
budgeting system ir: Texas and :Qe data that ig generated
thereby. 7
3, Committees tended to analyze agency requeésts from base zeto
in determining funding recommendations fOr the 1975-1977
biennium.
4, The information dis;layad on the priori:y tables was uti-
lized more by legislators in their decision-making”Processes
“than by analysts and those comprising INTeYnal boards of
review,
5, Legislators respond favorably to the informacion generated
by the zero-base budgeting system.
Recogni;idn»of' this problem should not serveé as an excuse to
place blame or reépcnsibili:y on others for any defects in the sys:em{‘

but should serve as a reminder that lmprovements MUSt be made to
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accommodate the informational desires of those who serve at the summit
of the decision-making structure. Wich its emphasis on needs, objec~
tives, performanci, and evaluation, the zero-base concept is a system

doomed to failure if it does not provide the type of information

decision-makers desire to determine the funding priorities of the Srare.

Desirability and Feasibility Evaluarion

Examiners and agency managers agreed that the zero-base systenm
provides better information than was previously available. This is
due primarily to the structure of the zero-base system which explicitly
requires the presentation of 1nformacionAthat was previously provided °
on a bauically 'requested" basis. Agency personnel and examiners we:ie
asked to rank elements of the zero-base system with regard to both
desirability and feasibility.* The results of these ratings of sixteen
elements of the zero-base system are reflected on page 102, Chart 3
reflects the attitudes of examiners and agency personnel. Characteris-
tically, examiners and agency pevsonnel felt thar all elements listed

fell within the range of "top priority" or "desirable." While some

*Desirability Feasibiliey

1. Top Priority 1. Easy

2. Desirable . 2. ©Not So Easy

3. Can Be Deferred 3; Difficult

4. Not Desirable ) 4. Very Difficult
100
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felt that some elements could be deferred, the general consensus of
those réeponding was that improvements were necessary for all elements
listed. Such is the nature of the zero-base concept and the inictial
efforts of implementation.

Additionally, reflecting the Seneral opinion previously dis-
cussed, most felt that few improvements would be easy to obtain buf
non; fell within the "difficult" or "very difficulc" catégory when

averaged by those responding. Most were felt to be of a "not so easy"

" nature, but then again there are very few problems associated with

budgeting systems that fall within the "easy' category. Ome shouid be
careful and not attach too much significance to the differentiations
in rankings that occur ;etween those of agency personnel and examiners.
The important point to be noted is that both felt improvements in 511
arcss were either "top priozity" or "desirable" and that all such im-

wrovements would probably be ''not so easy' to achieve.
n

[ The.Program SErUCEUT @ i oo o e et e+ v oo s oot o o1 e et e

A logical place io begin is with the discussion of program
structures. As noted earlier, the zero-base system formalized previous
efforts with regard to the identification of programmatic classifica-
tions of informatfon. Program structure teams, censisting of examiners

from the two state budget offices, the program evaluation unit and con-

sultants worked closely with ~cency personncl. A program structure
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CHART )
DESIRASTLITY AND PEASIBILITY COMPARISCNS |
Agency ' Agency .

Examiners Perennnel Examiners Personnel
Desirability  Desivability ~ Peasibility - Peasibility

Rankings Rankings Rankings Rankings =~

Improving work load and performince measures 1 ‘ 3

5 11
Program evaluatinn as a follow up to eppropriations 2 9 9 9
Tmproving goals and objectives ) 4 1 )
Improving the development of different levels of _
© program and actovity funding requests 4 1 | b 13
Pprraneiationg on 2 program format basls 5 13 4 4
Tralning and recruiting staff b 6 14 6
~ beveioping -supporting {nformation 7 10 : ¢ B S
Selestive application of the zero-base corceps ‘ o e
.on major poliey issues 8 16 10 16
p  Establishing.criteria for evaluation 9 y 13 12
8 Continuing the involvement of program and activity
ranagers in the budgetary process - 10 2 11 ]
Refining the program structure ‘ 1 12 ] 5
Recelving adequate support from the Governor and
Leglslature 12 . 1 | 12 8
Improving the priority systen | 13 8 7 10
Developlne better pregram alternatives 1 15 8 15
hutomating system data requirements 15 pLi 16 14
“aproving program need and/pr demand {dentification

* measures o S U 7 15 (.
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review committee, composed of senior examiners and consultants, was

formed to analyze the varilous efforts of the program structure teams

and agency personnel. The program structure review committee developed

a prescribed set of procedures to aid in the systematic identification
2 .

of agency program structures. ihis procedure explained the purpose

,.of the Texas program structure; the link between the program structure

and zero-base budgeting; and, various procedures that could be utilized
in developing agency programs and activities. The design process cun-

-

tained four basic phases: -

1. Familiarization--Program structure team members became
thoroughly familiar with each dséigned agency. This included @ review
of the organizational structure, annual reports, constitut’onal and
statutory provisions, past budget requests, and approgpriation formats.

2., 7Iulitial Exploration--Program structure teams contacted
aéency pers¢nnel and initiated agency discussion and thought by posing
several rather basic questions. What are the agency's obiectives?

What 1s the agency's organizational or responsibility structure? How

is the agency's budget presently constructed? What are the functions

wrmmene . 1D which the.agency.engages?.. What are .the constraints, e.g., cost

accounting systems, on the design ¢f a program structure?

3. Detailled Design-—-Two approaches were undertaken at this .
stage to follow-up on the qugstions posed during the initial explora-
tion phase. The "top~down" approach focused on the determination of

‘e -
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agency objectives, and the establishment of programs by'grouping agehcy
activities according to these objectives. The "bottom-up" approach
focuqed on the determination of existing agency functions (activities),
and the establishment of programs by grouping related activities to-
g;ther according to purpose.' These two approaches were undertaken
separately and then interactively until the program structure was de-
veloped.. Further, along with the definitions of programs and aciivi-
ties, the basic characteristics that could be associated with the proper
determination of each were provided to aid managers in the development
of the structure. Thus, needs, objectives, work load measures, perform-
ance measures, and cost accougting data were carefully considered in
the development of program!structures.

5. Review--The program structure review committec analyzed the
structures at the various stages of development and offerEd suggestions

for ilmprovement or pointed out areas that required further analysis.

This committee functioned as a '"quality control" mechanism and ulti-

ﬁ&iei;népproved all agency pragfém sffﬁctures.mwﬁ
This systematic process resulted in the development of program

structures that generally depicted agency operations in a programmatic

fashion satisfactory to both examiners and agency personnel. More im-

portant, however, is the fact that such structures were genernlly well-

received by the Governor and members of the Legislature. Indicative

of this is the fact that the appropriations format for the 1976-1977

104



biennium is of & general program nature. The previous line-item,
object of expense appropriation pattern has been largely abandoned.
Examiners agree that the theory of the program structure--the
interrelationship of a combination of activities producing work loads
with the aggregate effect of the activities impacting the achievement
of program objectives--is valid and further refinements are needed to
further this end. However, time constraints. and other factors that
were experienced during initial program structure design hindered the
achievement of this objective on a statewide basis. For example, one-
half of the examiners interviewed expressed the opinion that existing
Organizucional structures were a major deterrent in the development of
agency program structures Agency personnel conversely, by a two-to- .
one margin expressed the opinion that agency organizational structures
Were not a major deterrent in the development of program structures.
Realistically, there is PrObébly a tendency to adjust program cate-

Borieg to fit within existing organizational structures. This tends

to occur because agencies do not feel that progran budgetingﬂwill force
them to lose their jdentity if the program structure is adjusted to fit
within organizational lines. In an environment very much cognizant of
time constraints, the result was typically a compromise between recog-
nition of organizational structures and a structure that focuses atten-—

tion on outcomes and results, rather than on processes and inputs.
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Program Needs A<sessment

Predictably, examiners were most concerned with the need to
improve performance, work load and need measures that are so important
in -the déetermination of the effectiveness and efficiency of governmen=-
tal services. With regard to need indicators, examiners were most
gratified with the success of initial efforts to institute this requiré—
ment into the budgetary process. This information had not been for-
mally required as ‘an element in the previous budget Submissions. As
could be anticipated, however, the need indicators identified must be
significantly improved in future budget submissions. For example,
legiglation was frequenfly cited as expressing the need for a particu-
lar program., This is indeed appropriate, as instructions to the agen~
cles indicacéd this was one of the proper means of needs determination.
However, legislation is not the only manner in which the needs for a
particular program can be eXp}essed. In identifying the magnitude of

the target populatiom, the severi:y of the problem, and the time frame

“in which Services would nééd te be provided” to alleviate "the”problemjw---

need indicators seemed to fall short of the examiners desires. In
other words, once the enabling legislation detailing the need has been
identified, it then becomes necessary to identify quantitatively the
following elements as they relate to a particular program.

1. the target populatic;n,

2. the quantity of need,
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3. the quality of need,
4. the urgency of need, and,
5. the unsatisfied demand. e

This 1s not an easy task, but a necessary prerequisite in the evaluation

e L

of the effectiveness of governmental services provided.

Performance and Work Load Measures

Examiners and program and activity managers agreed that output
measures had been utillzed to some defiree in the preparucioﬁ‘Eﬁawevaiu—
acien of budget requests in-tgé past. However, the formal commitment
*a the identification of work load and performance measures and the
Xn§ oy adsoclated thhILhese.measures again distinguishes the zero-base
s¥at2n from the previous system. Indeed, agency persbnnel expressedﬁ

.
the general opinion that zero-base budgeting emphasized quantitative
measuresent to the exclusion of non-quantitative data that are often
useful invjustifying program and activity Eunding reqﬁests. Examiners,

on the other hand, felt that improvements were necessary in the identi-

mgléetion:éf’work i&aé”;ﬁd performance“;;asures and the accompanying
data relevant to these types of measures, How does one determine whether
basic program conditions have changed and whether that change was the
result of the program in question? Concluding that the performance of
a4 program resuited in a change in basic conditions requires that one

show that the program's products or outputs are linked to these changes
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in conditions. Examiners and agency personnel are both correct in that
qualitative and quantitative information are both useful in such
determinations. .

Successes that were realized under the initial zero-base process

with regard to quantitative measurement of program performance should

1
serve as stimuli for further improvements in this area. Examiners are

more cognizant of the utility of this type of information during the
decision-making process. Additionally, agency program and activity
managers are ncw thoroughly familiar with the concept of quantitative
measurement and the benefits that can be qerived from it. 1Indeed,
there is a quite apparent recognition on the part of these personnel
for the need to improve both output measures and data a&ailabilicyl
This is evidenced bylche "coﬁ priority" designation that agency person-— .
nel gave to "improving work l;ad and performance measures'" in the de-
sirability rankings. Further, an understanding of the interrelation-
ships of the zero-base system is evidenced by the "top priority"
designation of "improving goals and ebjectives" that also occurs-in
the agency desirabilicy rankiqgs.' Understandably, examiners also gave
a "top priority" desigpacinn to che;c two Components of the system in
their desirability rankings. The point to be‘emphasized is that fur-
ther improvements are more easily made in an environment where both

'
. !
“provider"--agency managers-- and "reviewer'--examiners--recognize the |

[

importance of improving the product. 1In the author's opinion, examiners-
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can be particularly optimistic due to the agency responses in this

area.

The Program Apﬁropriation Pattern

Appropriations for most agencies for the 1976-1977 biennium
were of a programmatic nature, which is the same basis upon which ap-
propriations were requested. A noteworthy example of the differences
of such a format when compared with appropriations for the previous bi-
ennium is exemplified by the Department of Health.* Figure 5 reflects
the appropriation pattern for the 1974-1975 biennium and Figure 6 re-
flects the appropriation pattern for the 1976-1977 biennium. Item

number 23 in Figure 5 and item number 3 in Figure 6 represent appropri-

ations for basically the same governmental services.

Examiners particularly recognize the significance of appropri-
ations on a program format Easis. Not only is it highly desirable in
their opinion, but since it has been initially accomplished it is also
rather feasible. Theoretically,'the primary advantage associated with
a program appropriatioy format is that it serves as the basis for eval-

uating programs as a follow-up to appropriations. This is the primary

*It is desired, at this point, to emphasize that the Department
of Health has always internally budgeted its appropriated funds in a
programmatic manner and that examiners from the two budget offices have
always based their recommendations along the same programmatic lines
as expliclitly stated in item 3 of the 1976-1977 appropriation pattern.
Such is not always the case in Texas state government. -
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Por the
s At

Commissioner of Health $ 32,590

. Deputy Commissioner . 32,000

Exempt positions listed 1,150,000

. All other expenses for operatirns and maintenance

snciuding per diem of Board Members and members

of the Tuberculosis Advisory Committee and the

Credentials Committee, personal services, includ-

ing salaries of exempt and classified positions,

professional fees, hourly workers, consumable Sup-

plies and materials, current, and recurring operat-

ing expenses, grants to others, departmental trans-

fers, capital outlay, and all other activities for

which no other provisions are made, estimated 49,227,229

24. ‘There is hereby appropriated out of the General

Revenue Fund to the Texas State Department of
Health, Division of Maternal and Child Health, the
following amountS for maintenance of hearing aids
and such necessary accessories as may be required 86,650

25, Pop the establishment of the Kidney Health Care

Divi*ion {n the Texas Department of Health to pro-

vide care and treatment of persons suffering from

chronic kidney diseases, including salaries and

wages, travel expense, rent, cspital outlays pro-

fessional and contract Services and all other

necessary activities for which no other provisions

are made 2,505,007

26, Longewity Increases 54,68
27. Training Pund--There is hereby appropriated out of

28. Reserve Fund--There 1is hereby appropriated out of

the General Revenue Pund.to-the Texas State Depart-
ment of Health, Division of Tulerculosis Control,
the following amount for training programs for em=~
ployees in the Central Control Division or by grants
to the Chest Hospitals. Such training programs
shall be designed to improve the tuberculosis con-
trol program, ineluding salaries, training stipends,
tuition or similar fees, travel, and other necessary
expenses 50,00+
the General Revenue Fund to the Hoard of Health for

allocation by said Board to existing institutions

under its jurisdiction for emergency purposes and

for equipment, repairs, replacements and/or new

construction . 50,007

Years Ending
4 August 31, 197%

$ 33,500
33,000
1,191,000

51,133,039

86,650

3,124,000

50,000

%0,000

GRAND TOTAL, DEPARTMENT OF HEALTH

OPRRATING BUDGET, ESTIMATED

Figure 5. Department of Health appropriation patte}n for the 197!=
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Por the Years Ending

- August 31, 1976 Aukust 31, 1977

1. Director of Health Resources $ 40,504 $ 4z, 300
2. Deputy Director of' Health Resources 40,000 41,800
3. All other expenses for operations and maintenance
including per diem of Board Members and members of
the Tuberculosis Advisory Committce and the Creden-
tials Committee, personal services, including sala-
ries of' exempt and classified positions, professional
fees, hourly workers, consumable supplies and mate-
rials, current and recurring operating expenses.
grants to others, departmental transfers, capital out-
lay, and all other activities for which no other pro-
visions are made, each estimated:
4. Administrative Services:
(1) Departmental Administration . “735,447 775,955
{2) Por administration of Senate Bill No. 41, .
Acts of the Sixty=-fourth Legislature,

Regular Session, 197 . 131,600 125,700
(3) Bureau of Piscal and Marasement Services 3,302,347 5,521,573
(4) yrilities (non-transferable) 195,696 195,696
(S) Bureau of Supporting Services 1,598,307 1,692,401
b. Health Maintenance:
. (1) Public Health Reglons 3,350,537 4,418,298
{2) Bureau of Personal Health Services:
(a) Burcau Administration 64,801 66,299
(b) Maternal and Child Eealth Division . . ... 3%,180 36,180
(c) Crippled Children 10,213,613 10,747,002
{d) Pamily Planning 1,453,343 1,534,727
{e) Speech and Hearing . 265,81.2 272,067
{f) Pamily Health Services 680,734 718,841
(g) women, Infants and Children 4,581,224 4,587,175
(h) Chronic Disease Livision 33,680 35,680
(1) Cancer and Heart 562,62 620,752
(3) Kidney Health Care 4,485,502 y,282,402
(%) Chronic Disease Screening 446,680 482,203
Subtotal, Personal Héalth $22,822,21°, $24,383,128
{3) Bureaus of Dental Health 2,000,001 . U.B.
(4) Bureau of lLaboratories 1,952,091 2,126,800
(5) Bureau of Community Mealth Services 6,369,567 6,897,6ut
c. Preventable Diseases:
(1) Bureau of Communicable Disease Control 4,405,875 4,680,142
(2} Bureau of Tuberculosis Services 6,591,85% 7,100,926
d. Special Health Services: . .
(1) Bureau of Licensing znd Certification 4,064,431 4,343, 801
(2) Bureau of State Health Flanning and
Resource Development 1,083,667 1,134,427
(3) Bureau of Veterinary utlic Health 6,078,607 6,659,282
(+) Bureau of vital Statistics 1,195,002 1,289,623
(S} Health Maintenance Organization 65,484 92,100
¢. Lnvironmental and Consumer Health Protection:
(1) Bureau of Consumer Health Protection 1,635,019 1,706,416
{2) Bureau of Environmental Health 2,473,373 2,613,836
Subtotal, All Other Expenses, Estimated $70,131,916 $73,8u6,068

Figure 6. Department of Health appropriation pattern for the 1976-1977 Biennium
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Figure 6.--Continued

For the Yeurs Fnding
August 31, 1976 August 31, 19%7

4. Training Fund--There 1s hereby appropriated out
of the General Revenue Fund to the Texas De-
partment of Health Resources, Burcau of Tubercu-
losis Services, the following amount for training
programs for employees in the Bureau of Tubercu-
losis Servicés including the Chest Hospitals. Such
training programs shall be designed to improve pre-
wention, management and control of chest diseases
as authorized in Senate Bill No. 120, of the Fifty-
ninth Legislature, Regular Session, House Bill No.
799, and House Bill No, 211 of the Sixty-second
Legislature. Funds for the improvement of these
programs may be expended for salarles, training
stipends, tultions, seminar fees, travel, and
other necessary expenses . 50,009 50,000

5. Reserve Fund--There 1s hereby appropriated out of
the General Revenue Fund to the Board of Health
Resources for allocation by said Board to exist-
ing institutions under its Jurisdiction tor
cmergency purposes and for equipment, repairs,

peplacements and/ér new construction 50,004 50,000
GHRAND TOTAL, DEFARTMENT OFlHEALTH
OPERATING BUDGET, ESTIMATED $70,231 1; 473,946,088
112
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responsibility qf the Program Evaluation Division of the Legislative
Budget Board in accordance with the provisions of the enabliﬁg legis-
lation which established the Division. If funds are appropriated along
the same lines as requested and performance levels are established ac-
cordingly, then program evaluation can address such basic questions
as: . g
1. How efficient are programs?
2. How effective are programs?
3. How productive are programs?
The Program Evaluation Divisiqn can review programs for which
Euﬁds are appropriated and. try to answer the above questions in a retro-
spective manner. This type of evaluation is further aided by a rider
provision in Senate Bill 52, Acts of the Sixcy?fourch Legislature,
Regular Session (the general appropriacion; bill for the 1976-1977 bi-
ennium) which states:
Each agency shall file an annual report under guidelines developed
by the Legislative Budget Bo=rd and Governor's Budget Office show-
ing perforiance and workload measures for each line-item program
-or-activity for the fiscal year. The report shall also contain a
comparison to estimated performance and workload measures, forecast

in the budget request, and explanations for any major variance by
measure.3 :

Performance reports of the Program Evaluation Division of the Legisla-
tive Budget Board should be a major step in "closing the loop" of the
complete fiscal management process. Such reports should relate actual

accomplishments to previously expressed intentions and pco&ide
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1nkormacion for evaluation of past performance, information for planning
future programs and information for the improvement of current program
decislons.

While discugsing this issue, one sﬁould acknowledge what ap-
pears to be agency objections to appropriations on a program f;rmac
‘basis. It is priority number thirteen on the agency desirability rank-
ings.. The most plausible explanation for this is probably expressed
by two budget officers from different agencies with regard to the fol-
lowing rider provision contained in Senate Bill 52, Acts of the Sixty-
fourth Legislature, Regular Session (the general appropriations bill
for the 1976-1977 biennium):

None of the money appropriated by this Act may be transferred from
~one agency or department to another agency or department, or from
one appropriations item or program to another approrriation item

or program, unless such transfer 1s specifically authprizgd by this
Act.
Referring to the appropriation pattern for the Department of Health for
the 1976-1977 biennium (Figure 6 on page 111), this means that. funds
cannot be transferred between any of the items of appropriation shown
in che'appfopriacion pactern; _Coupled w;th che'GOQérﬁor's'iﬁéblliCy to’

v

. . San
execute the budget, this effectively means that approprisiions must be
expended in the manner appropriated and thus does not recognize condi-
tions that might change during the biennium. Agency responses to this

manner of appropriating furds with this type of restriction are as

follows:
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The most significant development of zero-base budgeting was the
appropriation pattern that resulted. In effect, the Legislature
removed the fiscal administrative responsibilities from the agency
administrator. The appropriation bill jis a law and dictates fiscal
policies for state agencies. The current bill not only appropri-
ates funds but budgets the funds operationally by programs within
an agency. Appropridtiona are monies set aside by a formal action
for a specific use and the result of a legislative process to pro-
vide for expenditures several years in advance. Budgets are plans
to provide lor the use of these monies in detail and.neced.to be
flexible to provide for expenditures as curreh:'needg‘ériae;';here-
fore, budgets should be administrative tools for professional agency
administrators to manage. Appropriations should be the result of
legislation and budgets should be the result of administration.’

Programs should have available to them at the beginning of “each
fiscal year, those funds appropriated to accomplish the stated

‘goals and objectives. Salary and budget savings, however, should

revert to the Department for possible reallocation on a departmental
priority basis. Salary and budget savings which are retained by

a program, if expended, must be expended on a basis inconsistent
with appropriation purposes; e.g., the general revenue funds were
appropriated based upon categorical needs expressed by the program
director in the zero-base budget request. Assuming these financial
needs were funded, the subscquent expenditure of salary savings

will either increase tne approved categorical spending level or
expand the expenditure categories. 1f these savings reverted to

the Department, emergency needs, which are impossible to forecast

in a bilennial budget, could be satisfied. The appropriation trans-
fer limitation as imposed by Article V, Section 63, of the appropri-
ation bill passad by the Sixty-fourth Legislature, is in conflict
with a true zero-base budgeting concept and violates all good man-
agement practices.

- Similar complaints were also being voiced by other -agency personnel as
the Comptroller of Public Accounts proceeded to set up appropriation

accounts on a programmatic basis for the 1976-1977 biennium.
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Alternative Methods of

Accomplighing Objectives

When one considers the respouses regarding the development of
better program nlternatives, a very basic and key concept with regard
to the justification of governmental functions from base zero, the dif-

ferences between the theory of the concept and the results of actual

‘implementation are illustrative of the actual problems involved in im-

plementing zero-base budgeting in state government. While both groups
gave this component a desirable rating, actual comments reflected a
certain dismay with improving this type of analysis. This is confirmed
by the rather low feasibility ratings shown for "developing beéker
program alrernatives."

All nine examiners interviewed expressed the general opinion
that the section dealing with the analysis of alternative methods of
accomplishi;g program or activity objectives did not prove useful to

them in determining funding recommendations. Rather than identifying

reasonable alternatives to the present methoa'of ﬁroviding services,

" . examiners_expressed the nearly unanimous opinion that such analysis was

usdally consqrued in such a manner so as to justify the present method
of operation., A survey of the budget requests of the Department of

Health, Department of Corrections, and Departmeng of Public Saféty re-
veals that the number of programs and activities where an alternative'JﬁH

method of accomplishing the objective was utilized as the basis for”
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the decision package request rather than ch; current method of operation
was zero. ,
A majority of agency program and activity managers expressed
“fhe.opinion that the identification of altertative mechods of accomplish-
ing objectives did provide the opportunity to better sanlyze current ‘
methods ;f operarion of prog;ams and activities. However, in the case
of these three agencies, the simple fact is that this opportunity did
not lead to the identification of better service delivery methods but
'CO a justification of the current‘mechod of operation. This realiza-
tion is not in conflict with the theoretical aspects-of the zero-base.
syster One should not necessarily assume that chére musf be better
methods for providing governmental services. However, the system should
provide the opportunity to identify better metsads and use such methods
as the basis for formulating requests if they would, in fact, result
in a more efficient or effective mode of service del}very. However,
if ghere are better mechqu and the system prevents their identifica-~
tion, then the system must be altered to accommodate chac end. Exam
“iners tended to agree with the Following response of an agency program
manager.
The alternative methods of accomplishing objectives facet of zero-
base budgeting ranks with the minimum level as the most abused
procedure. Most directors veek alternatives for accomplishing
program goals which are unrealistic, and those which usually serve
as an example of how well the current operations satisfied known

needs. Contracting for services seemed to be the most popular
alternative. Through extremely costly contractual arrangements,
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the desired results can be achieved, but always at a higher cost

effectiveness. This will usually solidify the existing operation

as one equal in results to the contractual alternative, but much

less costly. Develop alternatives which show the current mode as

the most favorable can describe the theme of this zero-base

budgeting function.”’

These are subjective judgments, of course, snd the verification

of their validity or invalidity is virtually impossible. Regardless of
such an outcome, however, alternatives can be suggested to the current

instructions that might be more conducive to the type of aﬁhly:is thaﬁmﬂ

is desired in' the consideration of alternatives.

Alternative Levels of Funding

.If the alternative methods section of the zero~base format re-
sulted in the ide;tification of few better means of accomplishing ob-
jectives, it can be safely stated that this seztion still did not cause
as much consternation and frustration as did the identification of dif-
ferent funding levels with relevance to achievement of objectives.
Particularly noeeworthy in Ehis regard is the chief characteristic of
the system from which the term zero-base was derive&, the minimum level,
Agéncy program and ac:ivie; managers wece initially skeptical of this
concept. A survey.questionnaire indicated that the personnel of the
three agencies par;icipating were almost équally divided on the follow-
ing statements:

ldentification of a minimum level of funding was useful in analyz-
ing the funding requests for activities and programs.
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Funding analysis ot programs and activitien was usually conducted
from a base zero level.?

Some uagency personnel added their own comments on this subject and the

fullowing were typlcal rather than the exception:

Stating a program's minimum level of operation {8 an ineffective
budgeting tool. Why? Because most directors tend to develop a
minimum level which is obviously unacceptable so that, at least,
the current or ‘'second level of operation can be maintained. Obvi-
ously, thig attitude is precipitated through the director's fear
that his program may be reduced.l0

‘Our first problem was with the level of funding luss than the previ-

ous budget. With the Inflation we experienced the last two years,
there was no way .we could honestly prepare a budget with our re-.
quirements,1l :

Instructions to base your budget upon a level less than your prusent
dollars appropriated results in arbitrary reductions in program
performance to conform to budget instructions. This 15 particu-
larly true In present conditions of inflationary prices. To con-
tinue appropriations at the current dollar amount would automat-
ically reduce your current performance level. Without uniform
guidance from budget authorities on inflationary increases, each
state agency must make assumptions causing wide discrepancies in
budget submissions. After submitting our request at a level below
our current performance level, we were never asked one question by
a budget staff member or a member of-the Legislature; so {t appears
to be an exercise of futility, costing the State much time and ex-
pensgﬁthat_could'be utilized to increase the current performance
level,l2

Examincrs expressed the general opinion that the identification

of minimum and alternate levels of funding was beneficial and enhanced
analysis. - However, the general consensus was that the minimum level
was generally stated in a manner that teried to justify at least the

current level of funding.
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The joint budget instructions were flexible with regard to the
identification of different levels of funding. While instructions we;e
quite specific on the requirements of a minimum level, agency program
and activity managers were allowed to identify subsequent levels of
funding at their own discretion, although advised that planning guide-
lines should be followed to provide consistency among the levels of
funding identified f#r each program. After the minimum level was
established, managers identified the incremental costs and benefits
that were projected to result with each increase in funding réquested.
No limit was prescribed on the number of levels that could be identi-
fied, their composition, or the amount of funds that could be requested.
Some agency and program managers specified that one of the levels of
funding identified must correlate to the current level of funding, '
either dollar-wise or performance-wise, but this was not a formal re-~
quirement imposed by the system.

The initial experience with an unstructured and flexible level
of funding identification reveals that e#aminers found it necessary to
recormend either increases or decreases around the basic level of fund-
ing where their program and/or activity analysis was centered. In
other words, if the examiner desired to recommend approximately the

" second level of program and/or activity funding, he still found it
necessary to recommend either increases or decreases in that level of

funding {dentified by the program and/or activity managers. A survey
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oflthe three agénciea reveals that examiners’ recommindations tended
to correspond to precisely programmatic levels requested when those
levels represented precisely the current level of funding. Otherwise,
examiners generally felt compelled to alter in some way the levels re-
quested in formulating their recommendations. As could be expected,
program managers %ake exception to this p;actice as evidenced by these
comments:

The staff of both the Legislative and Executive branches did not
observe the program budgeting concept. In most of the activity
recommendations, deviations were made from the requested levels.
Although this is a valid procedure for an examiner ton exercise,
it invalidates the quantitative measures to be accomplished at a
funding level. There is seldom a direct correlation between the
dollars increased or decreased from a level and the resulting
quantitative measures or accomplishment. When program levels are
violated, there must be some loss of prograﬁ accountability as
related to the state budget request document.l3

To request a budget based on levels of performance is good provided
the agency administrator has the discretion to rank his levels of
performance by program. However, if his ranking goes unheeded

once again this becomes an exercise in futility. To illustrate,
many hours and days were spent budgeting for different levels for
programs and activities. Basically, the appropriation for the
1976-1977 biennium was to continue to finance our current levels

of operations. What programs were increased, were not increased

at the levels requested but by some arbitrary increase not even
consistent with the agency administrators ranking of the programs.

Admittedly, the alteration of requested fundingllevels does
present some problems with regard to program evaluation as a follow-up
to Qpproprintions. The question immediately arises to agency personnel,
what level of performance‘can be projected to occur at the altered level

of funding? The relationships that have been established between agency
121
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management and budget examiners qill determine to a large degree the

success of solutions to such problems. The role that politics will -

continue to play in the budgetary process makes such problems

t
inevitable. e

In evaluating the alternative levels of funding element, ex-
aminers and program and activity managers were almost unanimous in
voicing their approval of the following two statements:

The current level of funding (dollar-wise) should be identified as
one of the levels formulated in activity and program reqqests.l5

The current level of funding (performance-wise) should be identi-
fied as one of‘ghe levels formulated in activity and program
requests.

Both of these statements are in direct conflict wité Fhe theory
of zero-base budgeting, which holds that governmental expenditures:
should be justified from base zero rather than oniy increases above the
cufrent level of funding. Levels identified subsequent to the minimum
level were justified on the basis of the incremental costs and bene-
fits that were projected at each particular level. Under such a con-
cept, there is nothing sacred about the current level of funding and it
need not be identified under the current system. This dlscretioﬁ is
left with agency and program managers.

Examiners and agency personnel, after experienc$ with such a

concept, now agree overwhelmingly that the current level of funding,

both dollar-wise and performance-wise, is important in analyzing
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governmental programs and should be identified in the program and
activity funding requests. Whatever can be said with rvgufd to the
tdentiflcatlon of a current funding level being in conflict with the
principlcs.of zero-base budgeting, the simple fact remnins that the
current level of funding {s fmportant. It is important to know what
current dollars will produce im the iuturg and what {t will cost to

produce the current outpul in the future,

The Prioritv Ranking Process

With regard to the priority ranking process, improvements in
this itrea also seem to be needed. It has been shown thet if agency
proprams are properly defined, then the need for Activity Priority
Tables is obviated, Realistically, however, one must re¢cognize that
programs will not always be defined properly and, on occaslon, thery
are speclal governmental functions that do not have a direct impact
w;th regard to achievement of the program objccti?e. In éhese in-
stances, the Act}vicy Priority Table indicates the priesirics of dif-
ferent services 5& their different funding levels.

Examiners generally feel that Program Priority Tavles are more
useful than Activity Priority Tables in determining the basis for fund-

ing recommendations. When programs are properly defined, one would

expect this -to be the case, On the other hand, examiners feel very
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strongly :ﬁut most of their analysls is concuntrated at the activity
level. What is the explanaticen for this secming centraciction?

First of ali, analysls being predominant at thc‘uctivlly level
indicates that program structures weee frequently tuss than what was
desired and that csaminers took exceptlon to the manner in which al-
ternative levels of funding were identtfied. This was slluded to
earlier., Indeed, on this last point, examiners felt very strongly that
{t was necessacy to reconmend wither reductions or incroases in the
funding levels identified by program and by activity. lor uxamplé,
while one accivity mlght'be_Judged to have a reasonable second level of
fundling, the other activities of thar program might contuiﬁ funds In
thelr second levels that examiners would delcrmin§ to be excessive with
regard to achievement of the program objective at the Sﬁcohd tevefl of
program funding. Thus, examiners felt compelled to analyze generally
uguh activi;;. By doing this, examiners were expressing a guneral lack
of confidence in plunn;ng at the program level, It is hoped the ini-
tial experience with determination ot funding levels will result in a
better justification of each actinEy funding level with regard to its
relationship to vach particular level of program funding requested.
Ubviously, examiners are quite desirous of improvements .n this area.

Secondly, as stated earlier, priority tables do 1ot provide
any information regarding the impact of governmental ser’ices on target

proups or problem areas. FProgram Prioricty Tables do proride information
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. o the relative rank of programs and levels of programs with relation-
ship to the needs and objectives of the agency. Activity Priority
Tables, theoretically, only provide information with regard to the de-
termination of program funding levels. Again, 1flit is necessary tnA
perform all the activities comprising a program level, then it mat;urs
not whether the levul.of one activity ranks higher than the level of
anorher activity within the same program level. If all thc.activities
need not be performed to accomplish the program objective, then the
program structure is improperly defined and priorit& ravking of such
detivities or functions is useful only to the extent thet it compares
unlike and unrclated elements. Sumhnrizing, when agency programs were
properly defined, cxaminers tended to utilize érogram Priority Tables
in determining the basis for analysis of funding recommendations more
than they utilized Activity Priority Tables for the same purpose. On
the other hand, when agcﬁcy program structures were not properly de-
fined, examiners tended to gonsuxt Activity Priority Tal:les more often.
fn cither cas;, due to the manner in which levels were constructed,
cxaminers tended to conduct most of thelr analysis at the activity

level of the program structure.

Sources of Funding
With regard to the methods of financing programs and activities,

this leads into some interesting thoughts on the zero-base system
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presently structured in Texas. The zero-base concept prescntly
requires that analysis be conducted on all activities and progrums, re-
giardless of the source of funding. As a matter of uxplanation,.the
same type of analysis is required for programs and activities whether
they be funded solely from the general revenue fund, frem dedicatca
funds; or from some mixture of state and federal funds. Réulistically,

it would appear that one would more carefully analyze activities and

programs funded solely from the general revenue fund, one of the key

- state funds that must be carefully considered when determining if new

tixes or revenue sources are needed to finance state governmental pro-
grams, than one would programs funded from dedicated funds or federal
funds. However agency perkonncl and examiners were almest evenly di-
vided oA the que;tion of whether or not ''zero-base budgeting anal§sis
should be conducted on all programs and activities, regardless of the
source of fundiug."l7 Rel.ated somewhat to this 1s the selective qppli-
cation of the zero-base concept on only major policy issues. If this
methodology were adopted, one theory would hold that sufficient time
¢could be devoted to the major issues where zero-base analysis 1is most
needed, without requiring unalysisiof all services from base zero,
which is so very time consuming. Examiners recognize that this might

be preferable, but agency personnel deem it to be least desirable ~nd

least feasible of all the :ero-base elements listed on Chart 3 on page
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102, 1t is this latter view which {s probably most realistic with
regard to the application of the ;ero-base system to major policy
{ssues and explicit recognition of sosrces of program and activity
funding. The dual budgeting system almost requires thar zero-base
analysis be performed on all activitles and programs, regardless of

the source of funding or the relative importance of the program or
;Ctivlly. What would be deemed relevant to one examiner might not cor-
respond to the relevancy test of another exnmiﬁcr. The Latitudes thac
are avallable under a strong exccutive system are not available in
Texas. Disagrecnents could be expected with regard to what constituted
an issue; whether or not various sources of funding are relevant to the
analysls of particular services; and, quite simply wher. zero-base
analysis should be performed. While some have argued that it is un-
necessary to perform zero-base analysis each year or each biennium, the
structure of the Texas budzeting process would seem to force the system

in that general direction.

The Management Function

The zero-base concept emphasizes the necessity c¢f adequate plah™
nihg in projecting needs and providing services. A conceptual benefit
of the system is an improved management system. Under the zero-base
concept, improved management would result because the aralysis of gov-

ernmental services is a function of those responsible for providing
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services, the program and aclivity managers. The Texas system strongly
emphasizes the involvement of both program and activity managers in the

planning and budgeting processes of an agency. If their roles were

"implicit in the past. then the present zero-base system at least im-

plies that their role should preferably be explicit. The desirabllity

and feasibility rankings of the three agencies Surveyed indicate that

" managers have always played a substantial role in the planning and

budgetary processes of the agency. As could be expected, managers

deem this desirable and see no pr&ﬁi@ms whatsoever with its continuiance.
Improved management will not necessarily result, however, simply be-
cuase Service providers are included in the planning and budgetary

process of an agency. Better information must be provided that is use-

P

ful to management, ind management must utilize such infarmation to im-

prove the efficiency and effectiveness of the services it provides,
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CHAPTER VI1
RECOMMENDATIONS

In this chapter, the author will make recommendations on how

the Texas zero-base budgeting system might be improved.

Program Structure Revision

In preparing for the development of budget submissions for: the
1478-1979 biennium, agency program structures must again be reviewed.
Regardless of the outcomes of previous efforts, orogram structure
dyvelopmcnt must be continuons. To ignore this fact is to view govern-
ment as a stagnant, non~respunsive entity whose responsibilities never
change and whose Qommi:ments always remuain the same. The process that
was utilized in initial program design efforts is satisiactory to miake
any needed changes in progran structure determination. ﬁxa%iners and

agency personnel shouid once again systematically review existing

program structures utilizing appropriation patterns as the basis for

an? needed changes. While adhering to the theory that “ed to the
development of present pregram structures, those involvd in revision
efforts must adhcre to the most important principle in.'he structuring

of information; it must be arranged so that it is relev:unt to the
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decision-maker and must highlight the dimensions of the problems that
are of most concern to him.

The theory of the Texas structure is consistent with this
principle. However, there are instances wherein :heére:ical aspects
simply cannot b¢ accommodated within the confines of existing environ-
ments. Such is the nature of government and governmental services.
These imperfections should be recognized and program ciuasifications
should be structured accordingly. The Texas program s:ruccufe is
flexible enough to satisfy these extremes and still serve as a useful
format in prcsenting,buaget information. Imperfect pro;ram‘strucgures
will continue to be one o( the major problems with regard to the imple-
munéution of the zero-base budgeting concept in Texas. To admit as.
much is simply to be realistlc, and to continue to pursue :h; ogiginal

objectives envisioned for the program structure concept is to continue

the commitment to the provision of a better budgeting svstem.

Program Needs Assessment

Qualitative judgments are necessary in any explanation of the

neced for services. However, to measure the effectiveness of services
provided, it is preferable that needs be cxpressed quanritatively by
'iden:ifyyng indicators that iccurately depict true targ:t populations,
problem areas, and the severity of problems. Improvemeits must con—

tinue to be made in this particular area of needs deternination. A
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systematic procedure must be established to determine the ''whys' of
programs anJ a component of that procecduce must be examples along the
same lines as shosn for the Youth Services program in Chapter V.
However, such examples should not be thought of as the vw.nd-product but
as a stimulus Fo inuovative thought on the part of all managers. Neveds
determination is the fir;t element in the zero-~base proresfwgpd*mus:

be improved considerably if the effgéf1veness of governmental services

is to be cvaluated.

Performance and Work Load Measures

How Joes one proceed with the improvement of work load and
performance measures, and thus program analysis and evatuation? First
of all, emphasls must contiunue to be placea on this typw of cost
effectiveness analysis. The desire to express qualitative judgments
in justification of funding requests can be accommodated within the

zero-base framework. A lesser commitment to quantitative measurement

"of program effectiveness would probably result in a revursal to qﬁnli-

tative judgments, along the lines of the previous budgeving system.

-However, since those involved in both the preparation aud analysis of

funding .requests recognize the need for this type of dara, one can be
rather optimistic regarding further improvements in this area.
Secondly, efforts must be focused on the levels of the program

structure to insure thev are properly defined. When properly defined,

133



O

ERIC

Aruitoxt provided by Eic:

304

each level of the structure will have . one or-more work ioad or performe
ance measures which should scrve as either a measure of the efficiency
or effectiveness of services provided. A requirement in the identifica—
‘tion of such measures is that they provide information vhich permitas
the linkage of outputs to an cffect upon the target group or problem
area. The linkage of outputs to impacts involves the scarch for causal
relationships which i{s exceedingly difficule. Steiner nddresses the
problem quite suceinctly:
e Y . : .

Assign ‘benefits and costs and then pick the optimal set of projects,

This provides too little help. One of the vconomist's most potent

functions is honestly to identify and separate that which can be

accurately measured and compared from that which involves such

heroics of assumption thit actual measurements are out concealdd

2
preferences, =
Thirdly, under different nomenclatures, other states are

relentlessly pursuing systems designs: that are increasingly oriented

toward program performance m:asurement. Planning, programming, and

budgeting systems have gencrally been modified by many states to suzh

an extent that they are no longer comparable with the objectives origi-

nally envisioned for such systems. However, state budg:ting staffs

continue to seck methods of quantitatively measuring tha impact of

" governmental programs regardless of the system of budgeuing now buing

utilized. Comparisons can be wade among States on the relevance of

.measures of effectiveness and efficivncy identified. Quite often, the

successes of one state will readily apply to the efforts of other
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. H '
arates, since state services fall within o rather hasic

framewnrk.

Alternarive Methods_of Acc n)mplishiLu;
Ohjeetives
-
There are several alternatives to the improveme

ponent of the zero-base hudgeting system, and there are

disadvantapes associated with each alternative.  Une ap

creceived some preliminary disncussion would bu the celimi

prosent alternative methods analysis and the replacemen.

che analvsis of program aml activity cffvctiveness at s
redurad funding level.  To other words, the two state b
woald set forth in the budger instructions a domnon and

ape of the current (fi:

al wvear, 1977) funding fevel and
all agencices and institutions identify the effect that

tion in funding would have on'the provision of services

ties and programs. A work load/performance measures s
tustituted along the same {ines as for the other levels

in addition to a narrative discussion of the projected

what would be the possible advantages of such-a

all managers would be forced to identifv their expected
activity outputs at the same percentage level below the

o funding. In other words, there would be an equalizn
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involved with all managers proceeding +ith analysis and 4ustification
frcn a strictly defined base.

Two, this process generally assumws that if an activity or
program cannot be justified at a defined lower level of funding, then
it probably cannot be justified at all. Examiners would then have
sufficient cause to proceed from such a basis with a request that the
agency managers respond to speclfic informational requests that could
be utilized to analyze the specific need for provision of guch services.
At such a time, alterﬁgtive methods of service delivery could be -
further explored. it";;ould bé noted that the fixed percentage reduc—
tion in funding‘vould not neeessarily constitute a funding level
request, but should ;E;Ge primarily as a mechanism for the evaluation
of the method of delivering services.

Three, analysis of such an alternative {s often in keeping
with the informational desires of povernors and members of the legisla-

. .
ture, especlally when an 1nsignificanﬁ growth in revenuus is projected.
wWhat would be the result 1f state services were reduced by X percent,
across the board? This is the type of question that often surfaces
in an environment where increased gove;aﬁen:al spending comes under
close scrutiny. Recognition of such questions should neither imply
that they are proper or improper, but merely recognize that such qués-

tions are often asked, If such questions arv proper and relevant,

then this alternative provides a framework to analyze the efficlency
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and effecfivcnens of governmental services at a defined level below
the current level of funding.

What would be the possible disadvantages of the fixed percent-
age reduction methodology? First of all, such a change {s characterized
by a certain degree of arbitrariness, both in the concept and in the
establishment of fixed percentage reductions. This concept assumes
that the method of g;oviding governmental scrvices can be better ana-
lyzed by requiring ;nalysis of fixed perceutage reductions of the cur-
rent method of operation than by the explicit identification of aléer-
native methods of achieving opjectives. There is no guarantee that
this will, in fact, occur. [nQeed. réther than requiring explicit
identification of alternative methods of program delivery, this con-
cept implicitly assumes that such ajternatives will be identified by
the Eypc of information that will be generatued. This is a rather iarge
assumpt {on. Indeed, a reasonable argument could be made, depending on
the definition of the fixed percentage reduction required, that such a
concept would provide managers a better opportunity to justify the
present budget level or an increased level of spending, with the gener-
ation of little or no information on how such services might be bettaer
provided.

Secondly, this concept imposes the burden of determining what
the fixed percentage reduction rate should be. Should it be 5, 10,

20, 30, or even SO percent?  In an unstable economic environment, it
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becomes virtually impossible to set an across the board rate that is
reasonable and realistic and that will provide the type of information
desired. ’ -

Thirdly, and closely associated with :;e problem of defining a
uniform fixed percentage reduction rate, this concept assumes that the
need for the different types of governmental services tends to be
basically the same. Such is not the case. Some services are of a
much more essential nature than others, and the relative degrees of
necessity are matters on which reasonable men will disayree. Further,
such disagreements will tend to increase when the funding needs for
services become the point of discussion, and especially when di;cussed
in view of ghe demand for the additional resources that might be avail-
able for appropriation. The point to be made is that the need for
services does not apply equally to all governmental programs and that
the determination of how such needs should be met is a function of
the democratic process.

The author would propusse another approach with regafd to the
analysis o alternative methods of accomplishing 6bjg_c_::ivcs. If one
assumes that a principal motivating force in government is toward
bigger budgets, more programs, larger staffs and increased payrolls,
then an objective would be the provision of an cn.vironmcn: which moti-'
vates managers toward the goal of better and more efficient public

services. Simply put, how do you transfer the desirable motivating
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aspects of the profit motive that is prevalent in the private sector
to ‘the analysis of the most suitable means of p;oviding services in
the public sector? This question has puzzled experts for many years;
has been the subject of numerous studies; and, in :h; face of a con-
stantly expanding public sector, remains one of the most important
domestic prbblems facing government today.

Translating this question into the context of alternative
methods of service delivery, how can one encourage managers to be
innovative and economical and strive to identify better methods to
deliver services, without simultaneously indicting such managers for
inefficiency and ineffectiveness with regard to the current method of
operations? One alternative would be to institute a reward system
that would enable agency managers to prepare decision piickage requests
that would incorporate savings from the identification of better means
of providing nceded public ser?ices. Under such a proposal, agencies
could utilize the savinss‘identified to prepare one or more new deci-
sion package requests. These new requests could then be ranked on
the Program Priority Table with regard to jpe achievement of agency-
wide goals and objectives. Under such a system, it would be initially
assumed that anyasavings identified would necessarily revert to the
new priority funding requests identified by that agency. 1t is hoped
this would insure a total commitment to the analysis of reasonable

alternative means of accomplishing objectives. This would be
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egpecially true in an environment where new revenues were of a very

limited nature.

i Alternative Funding Levels

First of all, one should begin wiih the minimum level of fund-
ing concept and determine what improvemegts can be made in this area.
Some would maintain that a fixed percentége reduction should be applied
statewide to all programs and activities as one of the funding level
requests. Adherence to this concept would be an admission that there
is no validity in the identification of minimum levels. Tﬁat is, this
concept would explicitly recognize that there is not "a criticalllevcl
of effort, below which the program or activity should be discontinued,
because 1t loses its viability or effjectiveness."3 If the minlmum
level concept is valid, then o;e canscertainly assume that the "criti-
cal level" described above will not be the same for all programs and
activities.

An improved zero-base system would continue the identification
of a minimum level along the same lines as provided in the current
system with one exception. Under properly defined program structures,
the minimum level concept should apply 6n1y to proprams. Thus, most
of the activities comprising the program would also have a level of
funding below the current level of funding, but not necessarily all

of them. The initial level of fundlng identified for some activities
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might be either the current level of funding or even a level that
exceeds the current level of funding. Such a distinction is in keep-
ing with the general theory of the system, with particular relevance
to the structuring of informa:ion along programmatic lines. If the
program Structure concept is vdlid‘ then the identification of a mini-
mum level for programs is also valid, without requiring that all
activities have a level of funding below the current level. Such dis-

...>cretion should be left to the program managers of an agency.

The budget instructions regarding the minimum level will have
to be altered to incorporate this concept. The instructions on minimum
level determination, which were quoted at length earlier, are probably
stated as well as can be.done. However, revisions should be Studied‘
to determine if the concept can be better communicated to program and '
activity managc;s. It is hoped the initial experience with regard to
‘minimum level de:erﬁinatién will prove most valuable and make the’
process more easily understandable during the next biennium. The
initial fears of .managers should have been éllevia:ed':o some degree‘
aﬁd the reasons for ldentifying a minimum level should thus be betteg
uﬁdérs:ood andbbroduce information along the lines desired. -

The current level of funding, bogh dollar-wise .and performance-
wise, should also be required for agency programs. Using the same
rationale described above, activity funding levels would generally

follow these same lines but this discretion should rest with the
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program managers. Some would argue that the identification of two
current levels is unnecessary and too burdensome. One could probably
assume that examiners would prefer the identification of a current
level along current dollar lines, while agency personnel would probably
prefer to identify a current level that focuses on the dollars nceeded
to maintain the current level of performance.‘"Thére“are~ﬁeri:s to
both, and both should be identified. It is important to know what
outputs current dollars will produce in the succeeding biennium and
what level of dollars are needed to maintain the current performance
level. To ignore these simple and practical facts is to design a
system that is conceptually without serious fault and is practically
quite useless.

The ‘final level of program funding that should be identified
should constitute the program funding request. Managers may, of
course, stop at any level along the process in this regird. In other
words, if the minimum level constitutes the request for a program,
then it would not be necessary to identify any additional funding
levels., This would also apply to either of the current funﬁing levels.

This might result in a wide disparity in fundin) levels between
the current performance level and the requested level. For cxample,
the current performance level could be 120 percent of the current
funding level and the requested level could conceptuallvy be 300 percesnt

or more of the current funding level. The present system is designed
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to discourage such wide variations in funding levels. It focuses on
increments and permits the iden:ifica:@pn’bf as many funding levels as

may be necessary to insure that "reasonable" increments fare "identified.

.

i
However, under the proposed system, examiners would have the discretion of
. unde 4 oSt
)

[ S ) :
. requesting that program managers identify intermediate levels if they

(examiners) determined that such analysis was necessary. Such analysis,
however, would not be a formal requirement in initial agency budget™

submissions but would be provided at the request of examiners.

The Priority Ranking Process

To reiterate, priority tables do not provide any information
regarding program or activity performance, means of performing programs
or activities, objectives of programs or activities, alternative
methods of performing programs or activities, object of expense data,
staffing patterns, or the methods of financing programs and activities.
If one recognizes the purposes that priority tables serve and utilizes
them accordingly, any improvements negded in this area are quite
negligible. Improved program structures offer the best opportunity to

make the establishment of priorities more meaningful.

Computerization

A paper on any budgeting system would be incomplete without
reference to application of data processing techniques for data manipu-

lation. Currently, there is a general-feeling that the zero-base
e T .
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system should be computerized. Tge implementation of zero-base
budgeting resulted in- the generation of a mdss of information that was
not previously available, Some of it was very useful andAmuch of it
wa§ not useful with regard to the decision-making process. Addi:icn;
ally, some information that was available under the previous system
was not available under the zero-base system. There are ce;:ain costs
associated with any changes in budgetary systems, and loss of certain
types of information is one of those cos:g. The computefiza:ion of
the system should be designed in such a manner :9 provide quick access
to certain types of information that is useful in the decision-making

process and should manipulate the mass of information that is available

" to lessen the time burden that is placed on examiners of the two budget

offices. The determination of what is useful and what can be comput-
erized to be useful will be one of the key questions that must be

addressed in the next set of biennial budget instructions.

Zero-base budgeting is not the long-awaited panacea that has
been the object of search for so many years by budge:rexaminers. It
is simply another procedure for structuring information in a rational-
istic manner to improve the decicions that determine the programs and
operations of state government. Studies will be conducted on how to

further improve this process. Politicians will continue to speak of
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expanded and improved governmental services by res:ruc:u;;ng the
priorities of state governmeni.. Taxpayers will continuge to be wary
of the need to impose new taxes or increase preseut taxes. The end
produc:, the state budget, will contlnue to be the source of agreemcn;s
.and disagreements oﬁ practically every major program contained therein.
Another- rationalistic concept, zero-base buagecing, to improve govern-
ment is now inextricably a part of that process and that government.
Its successes and failures are dependent upon the decisions of those

who utilize it, and history will be the judge of the wixdom of those

decislions.
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AN EXCERPT FROM

STATE OF ARKANSAS
DEPARTMENT OF FINANCE AND ADMINISTRATION
. P O vox 327t
LITILe Rock * 72203

BUDGET DIVIS.0N . ' April 30, 1976

MEMO TO: ALL DEPARTMENT, AGENCY, BOARD AND COMMISSION DIRECTORS
SUBJECT: 1977-79 BIENNIUM BUDGET PROCEDURES

This manual outlines the procedures to be used in preparing your
1977-79 biennium operating budget requests. Procedures for pre-
paring capital budget requests will be issued at a.later date.

The duties, powers, and responsibilities of the Department of
Finance and Administration relative to preparation of budget requests
are as follows:

(1) The Director of Finance and Administration shall prepare, or
cause to be prepared upon such forms as he shall prescribe,
the required information with respect to each department,
institution, or agency of the State.

(2) The Director of Finance and Administration shall have the
authority to examine and study the budget. information as
supplied to him and shall have the power to make recommenda-
tions for modifications and revisions of the budget reqv ts
if, in his opinion, the facts before him justify such re-
visions.

(3) If any State Agency shall fail or refuse to furnish any in-
formation with respect to budget estimates, as and when the
same shall be requested by the Director of Finance and
Administration, then he shall have the authority to prepare
and submit his own recommendations as to the budget require-
ments of any such State Agency.

Generally, this manual follows the same format used in the past but
the type of Budgeting System described herein is new.

3-1
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The new Priority Budgeting System sllows your Agency to request a "Base
Level of Operations" and to request Priority Programs. The definition
of terms section of this manual fully explains the Base Level and
Priority Program concepts.

The New Priority Budpeting System:

1. Allows your Agency to establish priorities both at program,
Agency, and Department levels. )

2. Each priority or lcvci of service must stand on its own merit
and must be budgeted as a whole unit.

A. New Programs will have a better chance in the competition for
scarce funds.
B. Existing programs must prove their worth in order to be
continued. .
3. Allows tlie Governor, Legislature and Agency Director a chance to
look into existing and proposed programs. All existing programs
will be competing for base level or high priority funds.

4. Each can establisn his own priorities.
5. Attempts to check the uncontrolled .growth. in Continuing Level.

1 urge you to study this manual carefully. 1If you have any questions con-
cerning the procedures described herein, please contact the Budget Analyst

; assigned to your Agency. I espccially call your attention to the require-

ment that all monies maintaired in depocitories other than the State
Treasury must be budgeted for the 1977-79 biennium and be presented to the
Legislative Council.

The entire Budget Staff is available to assist you in the preparation of
your Biennial Budget Request:

n A. Ryles, Administrator
Office of Budget
Department of Finance and Administration 3-2



PROCEDURES FOR PREPARING
THE 1977-79 BIENNIAL BUDGET REQUEST

BASE LEVEL:

"1, Budgeted Amount 1976-77 Fiscal Year. The amounta which
appear in the 1976-77 fiscal year budgeted column in the
Biennial Requests will be your agency's estimated expendi-
tures by line-item not exceeding appropriations or fund-
ing resources available.

2, BASE LEVEL - BASE LEVEL OF SERVICE: Limits: Base Level
of Service Request for the 1977-78 fiscal year must re-
flect a minimum of a ten percent (10%) reduction by fund
type (i.e., General, Federal, Special, etc.) in your
agency's "Actual Operations Budget", for the 1976-77 fis-
cal year. For the General Revenue Agencles, the "Actual
Operations Budget" for 1976-77 may not exceed "A" plus
forty (40%) of "B Allotment of the Revenue Stabilization
Law plus other known revenues. For all other agencles
the "Actual Operations Budget' may not exceed either the
known revenue available or the 1976-77 appropriation,
whichever is the lesser.

An exception to the 10% reduction outlined above will be
made for non-operational Special Line Item or Grant-in-
Ald Base Level Requests. The Base Level of Service Re-
quests for these non-operational Grants-in-Aid may not
exceed the "actual funded budget" for the 1976-77 fiscal
year, plus any uncontrollable cost for each year of the
coming biennium. Examples of these uncontrollable costs
are; an uncontrollable increase in the caseload for AFDC;
additional costs mandated by law (Teacher Retirement); or
the natural growth in the number of teachers in the local
school districts., All controllable costs may be budgeted
in Priority 1 or any other Priority and would include any
change in the 1976-77 rate schedules, teacher salary in-
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creases, increased benefits, or increaaed grant payments.
Special line-items, auch as Uniform Allowances, Special
Travel, Professional Services, Optional Medicare-Medicaid
or Social Service Programs, Purchase of Data Proceasing,
and other operational type line-items will participate in
the 10% reduction mandated in the Base Level Request.

The requests in Base Level may not provide sufficient
appropriations or funds to allow your programs to operate
at the desired level, to meet all of the needs, services,
'goals, or objectives of your program. .Therefore, the most
important elements of your most critical programs or ser-
vices should be among the first items to be included in
your Base Level Request.

Your Base Level Request may reflect a reduced level for
all of your programs; or may reflect the elimination of
existing low priority programs; or alterations in exist-
ing programs or the method of service delivery; or limited
expansion and improvements to existing programs; or organ-
izational changes to improve the efficiency of your pro-
grams. :

Limited position swaps, exchanges, and reclassifications,
will be allowed in your base level request i1f they are re-
quested in order to improve the efficiency of your exist-
ing program or servics., New position titles may be re-
quested aa appropriate. Any action concerning personnel

should be coordinated with the Office of Personnel Manage-

ment ‘of the Department of Finance and Administration. ™

A program budgeted in either the Base Level or Priority
requests must be capable of standing not only on its own
merit, but must also be budgeted in a manner that the

13-1



particular request provides the necessary persoanel and
‘operational aupport required for the program to function.
Each reguest must be independent of all other reauasts
and'provide all of the elemerfta of support neceasarv for
the programs operation at any level, The onlv exception:

_to thnis rule 1s 1n tne area or personnel swaps, exchangea,
or reclassification costs which will be compiled by the
computer (BR-65). Even though this type of request may * -
be made in Base. lLevel the additional costs will be re-
flected in a separate priority for cost identification
purposes, : :

PRIORITY PROGRAMS:

PRIORITY 1. Your Agency's Priority One requeat may represent
the reinstatement of those programs reduced or eliminated in
the Base Level Request (the 10% reduction), in addition to
those increased operations costa (inflation and step increases)
assoclated with the Priority One (1) Requeat, or any other
appropriate request as long as the sum of the Baae Level Re~
quest and the Priority One (1) Request doea not exceed 101%

of the Actual Operations Budgzt for the 1976-77 fiscal year.

An exception to the 101% limit will be made for the non-oper-
ational Grant and Aid Request. The total amount of the con-
trollable cost, such as, payment or rate increases may be
included in Priority 1 or any other priority.

PRIORITIES 2 THROUGH 11 - may be used for any other request
by program/service7activity/ cost center level requeat.

PLEASE REMEMBER: - All reauests either Base Level or Prior-
ity 1 thraugh 11 must be able tn stsand alone on its own merit
and contain all of the essential p.ruonnel and operations costs
necessary ror the operation at the requested ievel of the pro-
gram or service.,

i 13-2
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EXCERPT FROM

STATE OF IDAHO

PROGRAM MANAGEMENT AND
BUDGET DEVELOPMENT MANUAL
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By the Division of Budget,
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I PROGRAM MANASEMENT PROCESS

A, OVERVIEK

The steps of the program management process involve such activities
as need or prohlem identification, determining goals to address identified
nceas or problems, designing and cvaluating programs to attain goals,
consideration of necessary legistation, setting specific program abjec-
tives, and evalaating performance in achieving objectives.’ Properly
done, this creates a framework that facilitates decision moking at the
program, department, and statewide fevel, and maximizes the benefits of
sound planning at cach stage of the process.

Budget development is un integral part of a comprchensive management
process for state government. The resulet of the budget process serves
as a guideline for the implementation funetion of management. Tt will
also secrve as a measurcement standard for the control phasc of management.
when coupled with the performance information provided in the budget, it
provides for regular cvaluation of the task performed which is the last
of the major management responsibilities.

‘The program management process includes the following six components:
1} identify necds or problems; 2) develop progrem goals; 3) puerformince
evatuntion; 4) ¢valuate current program structus: and legisltation to
determine if changes are needed; 5) develop objectives and performance
indicators for each program; and 6) identify fiscal changes (decision
units) necessary to accomplish objectives within vach program.

B.  IDENTIFICATION OF NEEDS OR PROBLEMS

Identification of nceds or problems is the first nccessary step in

the process of budget preparation. Emphasis should be focused on nceds
and problems that require and deserve attention and policy review by the
Governor and Legislature. From such an identification stem program
goals, objcctive identification, ard a rccommended solution.

In identifying nceds and problems, answers should be given to the
fellowing types of questions:

1. What secms te be the rcal problem or issue? Why is this a
proper concern of the state? What mechanisms do you use to
ascertain the need for the scrvices provided by your program?

2. What appears to be the causes of the problem or the necd for
services? To what extent arc they currently known?

3. Who are the specific population (i.e., clientele) groups
affected? (If other than the general public, identify their
special characteristics such as: age group, race, income
class, special nceds, geographical location, etc.) What
mechanism do you usc to ascertain the effectiveness of your
program in meeting their needs”
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4.  What is the magnitude of the problem? How widespread is it
now? What effcet is it likely to have in future ycars?

The program goal(s) is the long-range result or accomplishment
desired from this program, ‘The goal should describe and relate directly
to the problem the program is tryinyg to overcome or to the condition the
program is trying to create. ‘The goa!l Jdoes not necessarily nced to be’
confined to a fiscal year period of time, nor is it necessary that the
goal he directly measurable. It should indicate the general direction
of the program as opposed to a specific level of accomplishment.

cutive dcpﬁrtmcnts to consider the ''goals"

We are asking all exe
developed in the Idaho's Tomorrow program as well as goals’'developed in
other citizen partieip n proccsses as an integral part of their
biudget development process.

P, PERFORMANGE EVALUATION

. rfomance Evaluation in Propram Manageme
1 Perf Evaluat Proy Management

Annual program review §s an integral part of the management
process, It shonld be one ot the first steps in the development
of a department's program and the last step in the evaluation

of how well program ohjectives were accomplished during the
fiscal year. Lffective managers will also periodically review
performance during the year to assess progress toward accom-

a. Altering the goals and objectives for the program to more
rcalistic levels;

b. Requesting additional resources in the budget process in
order to more effectively accomplish the objectives that
were previously set; or

.

c. Determining ways that a program can achieve . objectives in
a more cfficient manner, thus enabling a savings to the'
taxpaver or an ability to provide more scrvices for the
same amount of money.

Progfam cvaluation can be carried out by different methods,
such as:

a., Central staff organizations which conduct indepth studies
of the efficiency and effectiveness of programs as outside
professionals.

b. Central staff organizations involved in the process of
[ revicwing agency budget requests.
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c. Frogram and departmental managers as an integral purt of
thelr planning/budget /manigemoent Process, .

As a practical matter and becanse of the limited size of the
central management, “budget, and planning staffs, most progrimn
evialuation needs to be done by program managers.

Performance Fvaluation in Bnlget Nevelopment

Althoagh the responsibility for pregeam cvaluation rests with
progran manigers, coertain clemerts of this evaluation can be
incorporated tnto the bndget review and development process.

Actual awmd estimstod performance levels for the prior and
currcut year shoald be reported to compare with the appropriated

“levers for those years on the B-3 ferm, "Program Description,”

The “Annual Report and Program Lvatuation” should explain
significant differentes between fsietual and appropriated perfor-
mance Tevels as well as discussing avens of program accomplish-
ment thet do not lend themselves to quantitative measurcnent.

Evaluation Questions

In erder to provide a perspective to pragrarn mmagers in
development and evaluation .of progriums, answering such quusrions
as the following might he helpful: '

a. "Are the functions being performed effectively in achieving
the identificd goal?”  (If the answer is “no,'" the funce
tions necds to be re-evaluated in teims of the problem or
issue.) ' .

b. "Are the results worth the cost of achieving them?" (lf"
the answer is '"no,” thought then shonld be given to
improving efficiency or possibly eliminating the program.)

c. "Are the functions and tasks being performed us designed?”
(1€ the unswer is "no," activities should be further
analyzed.) .

d.  .MAre functions and tasks being performed as efficiently
as possible?" (If the answer is "no,” activities need to
be streamlined.)

E. EVALUATION OF CURRENT PROGRAM STRUCTURE AND LEGISLATION

1.

Program Budgeting

The essence of program budgeting is that it sechs to relate.
impacts to cost, directing attention toward what the program
is about rather than emphasizing detailed breakdowns of line




item categorics,  Progeam bidpeting shifts the emphasis from
the means of accomplistment to the accomplishment itselt. A
program is. the resait of:

KN The identifreation of a need or problem;

b. Adecision to tabhe action to resolve or correct the
problem; and

¢. A plan for allocating resources to the problems.

ALl work performed by o department should be veflected in its
program structure. The completed program steyncture 1s the
resnlt of management planning and provides the guidelines for
performance of the other management responzibilities.

2. Program Definition

A program is a-set of activities that follows & planned
course of action to achieve specified goals and objectives.
A progream s a broad category of similar sevvices (WHAT) for
an dentifiable group (WHO) for a specific purpese (WHY).

3. tharacteristics of Nroprams

. There must be o specific
E sible for the operation of the
program and for the achicvement of its objective(s).

b Programs must huve an identifiable, measurable impact

areffect.  Direct'service programs should be abhle~to == -

provide explanations of impact or cffect in terms of
citizens, while staff function programs would be explained
in terms of effects or impacts on the operation of the
direct service pregrans served. ’

c, A program must have at least onc long-range goal and .
one short-rrnge ohjective. All ohjectives within a
program should clearly contribute to the identificd poul.

4. Program Structure

An organization's program structurc has two primary usecs:

first, as a format for the presentation of budgetavy infor--
miation; and second, as a framework within which resource
allocation decisions arc made. Program structure will not
necessarily reflect organization structurc. It groups the
activities of an agency into a set of catcgories that facilitate
analytic comparisons of the cost and effectiveness of providing
a specific service und comparisons of. .the cost of onc program
to that of another. Program structurc has frequently been

used to capturc information of a type (ec.g., ‘federal grant,
expenditure classes, locations, fiscal years, and organiza-
tional units) for which its usc is not appropriate.

o
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A three-level (major program, minor program, and program
clement) program structure is available fovr use at the present
time, ulthough it is not necessary to utilize all three levels.
The levels should be used to draw distinctions between the

most significant parts of an issue which are ropresented at

the major program level and the virious aspects of solving the
issues/problems which are represented by minor programs 'and
program clements.

S. legislation

An important part of the executive program is analyzing existing
legislation und proposing new or revised legislation. The
proper authority to achicve the desired goals is critical.

The impact of new or revised legislation should be considered
throughout the program management process.

F. OBJECTIVES AND PERFORMANCE [NDICATORS

I. Objectives
Objectives are specific accomplishments which reflect effort
during a fiscal year toward achieving the program goals.

a.  They should describe the most important activities or
major components of the program.

b. They should be c¢lear, concise, and understandable.

- ¢+ ~They - should be-measurable”so™ that the degrec 'of ‘accomplish=
ment of the ohjective (performance) can be determined.

2. Performance Indicators

Performance indicators are the measures of progress toward an
overall goal. The best performance indicators are effectiveness
indicators which specifically describe the degree to which

- program goals or objectives are being accomplished. Major
types of performance indicators are:

.

a. Effectiveness Indicators

These attempt to provide the information on the degreee
to which program goals and objectives arc achieved. They

« should indicate the effect of services on the well-being
of clients and the public. For example, the "percent of
clients of a vocational rehabilitation program that are
employed sixty days after completing the program" is a
measure. : o :

O

ERIC

Aruitoxt provided by Eic:



b.

N

329

tfficiency Indicators

_These' provide information on how inexpensively government

products or services are being provided. Efficiency
indicators may appear in the following three forms:

(1) Ratios comparing the amount of workload accomplished
to the amount of input (e.g., dollar cost per patient
day or number of lane miles of highway repaired per
person day). It is misleading to use only this kind
of indicator because it does not consider the quatity
of the activity. .1f an increase in the amount of
work is accomplished for a given amount of input but
sacrifices the quality of the activity, efficiency
has not improved. Thus to properly apply this form
of efficicncy indicator the quality of work done
must also be considered.

(2) Ratios comparing the amount of program accomplishments
to the amount of input. An.indicator such as the
wnumber of clients showing significant improvement
per dollar" are valuable measures of efficiency
because they consider program quality.

(3) Utilization rates of facilities, cquipment, or
employees is a possible efficiency indicator. These
can he capressed in a variety of ways such as hospital
capacity utilization factors, vehicle or cquipment
down times, and the amount of nonproductive time per .
employee, such as waiting time in court rooms for

o.......parole/probation officers.

Workload Indicators (e.g., number of cases processed)

Changes in their magnitude do not indicate whether perfor-
mance is "good" or "bad" or whether it is getting "better"
or "worse." They are primarily useful because of their
potential for use in developing efficiency indicators by
relating them to the amount of input required to produce
the work. ’

G. DECISION UNITS

1. Definition

A “"decision unit" (DU) proposes a change in or maintenance of
performance and the associated changes in costs.

2.  ldentification of DU's

The process of identifying decision units begins with a review
of identified issues, resultant program goals, and objectives.

O
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Such a review should highlight the appropriateness of objec-
tives, number of people se¢rved, level and type of service,
efficiency and effectiveness of operations, uncontrollable
costs, etc., and lead directly to identification of a'desired
impact upon each objective.

Purpose v

The purpose of the decision unit is to associate a change in
the results of a program relative to the costs of the program.
Therfore, cvery decision unit must specify the effect on a
Rgrformﬂnce indicator and the amount of money related to that
impact. Thus, any time an objective changes or the cost of
its attainment changes, a DU would be required.

Categories

Several general conditions have been identified which would
require a decision unit and also scrve to categorize decision
units. This will assist departments in identifying decision
units applicable to their programs.

All decision units must have a title which is indicative of
congent.

Examples of decision unit categories are as follows, Sece the
instructions for the B-8 form for a full explanation.

a. Elimination of Function or Objective

b. . Transfer Between Programs

c. Methods Improvement

d. Decreased Impact or Workload

e. Fund Shift

f. Maintenance of Current Opérations
8. Effectiveness Adjustment

h. Increased Impact or Workload

i ﬁew Objectives

Sequence of Development and Priority Listing

a. Sequence of Development

"It would be most useful if DU's are first'devéloped
internally by objective within a program in the same

338
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scquence as the previously cited categories of decision
units. Such an.internal development should accommodate
reductions in costs to establish a base prier to
increases in costs.

b. Priority Listing

Decision units should be be listed in priority order, AR
ranked from highest to lowest priority on the B-8 form. ° i o
In a program with several objectives, a "New Objective

DY for onc objective could precede the "Maintenance of . .
Current Operations DU" for another if it is determined | S
more_important to attain the new objective than to

continue with the one presencly defined. The priority

Tisting will-enable management to clearly indicate ‘its
judgment of the relative importance of the decision units
included in the hudget request.

O
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. Sequence ~ Detailed requirenents for all decision -
e o " ~ units are specified below, All infor- .,
The first five major entries should be »  mation requested should be incorporated. -
made in the order and should be numbered ~into the Be§ form, regardless of the =
as specified below in detail: | nanrﬁbMMSmwuﬁtomMMn |

such 1nformat1on

DU #L . Prior Year Appropriation 3 RS

| h 3. Titles

DU¥2  Prior Year Actual Expenditure o . o
‘ ‘ Each decision unit entzy should be

DU# Current Year Appropriation titled (i.e,, Prior Year Appropria-
| | | tion, Prior Year Actual Expenditures,
UM Current Year Estinated Maintenance of Current Operations,

" Expenditures ‘ ‘ Effectiveness Adjustnent, Horkload
@ | | | ‘ Increase, ete.), R
DUAS  Budget Year Base - R e
| | 4, Funding Source e,

" Even though these entries are not . o

technically decision units, they will ~ Departments using an operating fund

( be labeled as such in the "D.U. Ref, ' into which state, federal, or other

' (5 lt {) © No" column to the left to facilitate sources are pooled, should indicate

later reference, = - the costs allocable to each source.

~Conmencing with DU 16, decision wits

- should be listed in order of agency B, DECISION UNIT ENTRIES
priority, with the highest priority |
decision units being listed first and - OU 11 Prior Yesr Appropriation
¢ach nunbered in descending priovity \ | .
*sequence until the full budget year T Foreach fund  Source ‘usedin this™

request level is reached. . progran, indicate the number of staff
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B4, PROGRAY REQUEST BY DECISION UMIT (continued)

in a full-tine equivalent basis, the
anount of appropriation in each standard

- ¢lassification, and the total appro-
priation for the program, Also indicate
the total FTE staff and total appro-
pristion by standard classification in
the appropriate blocks, This block
should reflect the total of the basic
appropriation, adjustnents made under

- statewide pay bills, and any supple-

-~ mental’ appropriat1on received. In the
case of appropriations made from
"General Fund Surplus" that are avail-
able for more than one fiscal year,
the amount allocable to the first year
should be equal to amount expended
during that year and the amount allo-
the total amount-of the appropriation

~ less the anount spent in the first
year, In the description, specify the
perfornance expected to be achieved at
the appropriation level for each of
the objectives shown on the B-3 forn
for this progran.

DU 12 Prior Year Actual Expenditures

For each fund source uséd in this
progran indicate the nunher, of staff

“anount of expenditures in each stand-
ard classification, and the total
- expenditures for the program, Also

DU #3 Current Year‘Appropriatibn'énd‘Adjﬁstménts

This series of blocks Should contain"

 indicate the total FTE staff and total
“expenﬁltures by standard classification
in the appropriate blocks, L

o the descrxpt1on spec1fy the degree -
* to which program objectives (as shown

on the 8-3 form) were‘accdmplished and
indicate the services (projects) that

* were actually provided in the prior
" year, related to the specific perfor-

mance indicators set out on the B-J
forn, | |

the original appropriation and any
mmmumHMMWMmut'
the estimated expenditures and should

be numbered as follows: * -

[
A

. gee

3,0 - Current Year Apbropriafioh

on-a-fuli~tine-equivalent. basis,. the. .. ommmoirmmriner

341

(including allocations nade under 3

- statewide pay bxll)

ThlS should be displayed in the sane

* manner as the prior year appropriation.

In the description, specify the planned
perfornance leve] to be provided under -
the appropriation, again spec1f1cally

related 1o, the.objectives, set out, o e s

the B3 form.




BB, PROGKAN REQUEST BY DECISON UAIT {eontined)

3.0 - Additional Adjustments

Additional adjustments to the current
year appropriation should be made in
separate blocks and nunbered consecy-
twﬂyu32 3.3, 3.4, 3.5, ete.,

unti] all necessary adjustaents to

the current year appropriation have
been completed, In cach case the
reason for the change and the impact
on the performance of tht program
should be expluined in the descrip-
tion, Typcs of adjustments (not
Listed in a required order) are as
follows:

4 Federal Fund dr Other Fund

Incroases
-—lll-_l-h-p

b, Federal Fund or Other Fund
Decreases

e o ——

¢, Transfers Between Prograns

Total of all‘transfers in nust
- equal total of all transfers out,

d. Bupenditure Class Transfers

¢, ‘Supplemcntal Apﬁropriation

Reguest

Detailed narrative justification

for the request, together with
progran ihpact if not granted, is
requived,

U Current Year Estinated Expend tures

This series of blocks should contain
- current year estinated expenditures
~and any adjustments made thereto to
-~ arrive at budget year base and shall

be nunbered as follows:

4,0 - Current Year‘Estimated

Expcnditures

This decision.block'should'spccify the

perfornance levels planned for cach

progran objective during FY 197, In-
cach case relate specifically to the
objectives and "perfornance indicators
on&cBShmfthsmwmm

Differences in performance expectation
(von-that listed in the current year
appropriation decision.block should
have been explained by the intervening

decision units describing current year

appropriation adjustments, This
decision block entry is the mathe-
matical tota] of the current year
appropriation (3.0) and all inter-
vening adjustments made thereto,

0.1 - Reaoval of Copital Outlay

Elininate all capital'outlay from the

o CUTTENL-YEUT-gSt Imate-Fi gutes - -

res
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B-8, PROGRAM KEQULST BY DECISION UNIT (continued)

4.2 - Renoval of Non-Recurring

Exgenditures

Eliminate non-recurring expenditures
in the current year (such as one-time
projects, moving costs, etc.) that
will not be carried forward into the
budget year. |

4.3 - Additional Adjustments

Additional adjustments to current year
estimated expenditures to arrive at
the budget year base should he made in
separate decision blocks and should be
nusbered consecutively as 4.3, 4.4,
4.5, ete., until all necessary adjuste
ments to the current year estimated
expenditures have been completed. In
each case the reason for the adjust-
meat and the impact on the performance
of that program should be explained in
the description, Types of adjustments
(not listed in a required order) are
~as follows:

a.  Federal Fund or Other Fund Losses
Anticipated for Budget Year

Basis for anticipated loss should
be explained in narrative, Do
not include any other fund
increases to replace the lost
funds,

b,

¢,

d.

8,

el

bl {0 H L pr sl ) AR L S e r 0., ET L XU LN RERLY

Elinination of a Function

or an Objective

.If a progran function‘or objec-

tive is to be eliminated in the
budget year, the adjustment would
reflect a reduction by the

dmount’ previously expended to
achieve the function or ohjective.

Mcthods‘lmprovement

Increased efficiency in the \
nethods used to achieve an s
ohjective could result in a o
reduction in costs.

gee

Workload Decrease

Level of workload is reduced from

~previous level resulting in a
" reduction in costs,

Iggacz Decrease

Level of impact is reduced from
previous levels although the same
nusher of people are being
served, resulting in a reduction
in costs.

Transfer Between Prograns 10
Ocour in the Budget Year

Transfer of an activity in from
another program or out to another

1 T L




- ov

E}(lcl

S b PAOGRM RERUEST BY DECISIN WY (coneiued

program in the amount previously
expended for the activity; total
of &%) transfers. in must &qua)

- total of all transfers out, ~—

00 15 Budet Yar Base

This decision block entry should
reflect the base upon which additional
requests for the budget year wil] pe
developed and is the mathenatica]
total of current year estinated expen-
ditures and all intervening adjust.
ments made thereto,

DI Fﬁrthcr Decision Units in Asenc

Priority Listing

Decision units fron 1 forﬁard should
be listed in order of priority with
the highest priority decision wnit

‘being listed first and each i
dwnMMgmmﬁwsummemﬁlme.

full budget year request level is .
reached, and should be numberad 8, 7,

§ 9, etc. The final decision unit
1isted should be the ful] budget, year
request, the mathenatical tota) of
budget year base and all the inter.
vening decision units, Types of
decision units (not listed in g required
order) are as foljows:

.

Maintenance of Current

Operations

Increase necessary to acconmo-

- date the same workload or to

produce the same level of -

impact- as- the previous expendi-

ture provided. The base figures

used in computing increases,

together with justification for

such increases, should be

included in the narrative in the

description colum, * Separate

decision wnits should be entered

for the folloving:

- (1) Persomnel cost increases
. (in-grade step increases for
classified, merit increases

for exeapt and longevity

for both) for existin

personnel s supported by
the "Wage and Salary Require-

ments" printout fop each

progran; and replacement
capital outlay items essen-
tial to maintain existing

levels of services (include

justification therefor),

(2) NHMMnupﬁmimmuu‘
requiring budget acconnoda-
tion. Such increases will

L M sty PO Nt AR S b e g 41 11
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B-8, PROGRAM REQUEST BY DECISION UNIT (continued)

be allowed only when justi-
fied in adherence to the

criteria in Section III. A, 5.

(3) Federal fund increases not
requiring state match
(exclusive of new positions).

(4) Funding shift from federal
or other funds to Ceneral
Fund to maintain existing
level of services,

(5) Increases associated With

the funding shift in accord-
ance with the guidelines
specified in paragraph (1)
inmediately above,

Each of the above should be
contained in a separate decision
unit sugh as 6.1, 6,2, 6.3, etc.

b gffpctiveneés Adjustments

* pe met better, with the change in

BTt

Increases to achieve an objective

set previously which is unattaine

able or only partially attainable
under current expenditure levels.
Narrative should specify the
objective (as shown on the B-3
forn), explain why the objective
is unattainable and specify the
degree to which objectives could

]

performance levels related to
the objective clearly stated.

~ Horkload Increases

The same level of impact or
service being provided to 3
larger nunber of people, resul-
ting in increased costs, All
costs associated with the work-
Joad increase should be included.
In the deseription, workload
increases should be related to
specific objectives and the
change in perfornance related to

cach opjective indicated, Indi-
cate whether the workload

increase is due to factors beyond
the contro} of the program or if

it is a discretionary increase.

Impact Increases

Situation oy condition in which

‘an objective is changed or

expanded resulting in the same
nunber of people being provided
with an increased level of .
service. All costs associated
with the impact increase should
be included, -In the description,
identify the changed or expanded
objective(s) (from the B-3 forn
and the increased Jevel of per-
formance (impact) to be achieved.

LEE
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B8, PROGRAN REQUEST BY DECLSION UNIT (continued)

e, - Methods Improvenent

Increased efficiency or produc.
tivity in the methods used to
achieve &n objective could resul:
in immediate increased costs bur
result in long-tern decreased
costs. In the description,
describe the impac: of the
increased efficiency and the
long-tern effects. This is
particularly appropriate for

capital outlay requests requiring

¢ large initial outlay but resul-
ting in future savings.

£, New Objective

(1} Within Current legislative
Authority

Costs associated with the
attainnent of 2 new objec-
tive. More than one DU

- could be developed in con-
nection with a new objective,
with separate DU's for
varying levels of workload
and/or impact (service), In
the description, identify
the new objective (from the
8-3 form) together with
justification therefor, and
indicate the specific
services (projects) to be
provided: If more than one

(%)

hhhhhh

DU is relaed to the new
objective, indicate the

changes in perfornance ievel

of the objective related to
each DU,

Requiring Now Legislation

I£ the decision wiit will be
used to. inplenent new legis-

Jative authority being
sought by the agency, it
should ba labeled as "New
Legislation," in addition to

providing the information

requested in £, (1) above,
Citizen's Goals
[{ 4 decision unit is pro-

goals expressed in the
[daho's Tomorrow process (or
other citizen's participation
process), it should be
clearly identified as such,

ot "
s "

BsEE

. posed to assist in achieving j
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. EXECUTIVE OFFICE OF THE COVERNOR - Bureau of the' Budget .

‘ ‘ .. ; Circulsr No. 3 B
BUREAU OF THE BUDGET

Revised September 1, 1975
SPRINGFIZLD Il‘m ‘
Instructions to Agenciesa on Preparation and ) :
¥ o Submission of Annual Budget Estimates .
. " Part 111 -- The Program Budget

. 1. The Progras Budget submission serves Several purposea: (1) It
forms the basia for the review and evaluation of agency programs and gup-

" porting activities and their costs and thereby provides Perspective on the
need for the Programs in light of their costs; (2) It links resources,
priorities, and management objectives; and (3) It Provides material for use
in developing and Juatifying the Governor's budget, including, decisions on

program and budgct issues, the budget message and Book I, The Accountnbilitx
Budget. .

Letter of Transmittal

2. The letter of transmittal from the egency head to the Director of
- the Bureau of the Budget will highlight the policiea, programa, objectives,
and public needs which underlie his budget request. It will slgo call atten-—
tion to any policy or Program issues which were not Previously settled; however,
it will not be used as 4 device to re-open closed isgues unless there ia a
compelling reason to do so. R .
3. The transmittal letter will identify ma 8 t impro 8 ac
plished or set as abjectives. It will identify the low Priority programs
. vhich are proposed to be eliminated or subatantially reduced and it will ex~
R plain and Juatify any Proposed changea in appropriation atructure snd funding.

~ 4. The transmictal letter is to include as an attachment 4 one~page

sumnmary in outline form describing with a single numbered 4zntence.sach major
gency plishment or shortfall in meeting a commitment either already
realized or anticipated in the current year and each major objectiva Proposed

in the budget year. The purposes of this one page attachment together with the -
additional attachmenta required by the next two parsgraphs are to permit the
Governor a summary overview of accomplishments, shortfalls, and objectives

for ‘the three years and to acsiat in the planning of Book I, The Accountabilicy .’
Budget, . o . .

O —

: 5. The transmittal letter is to include as a gecond attachmen: a review

of the objectives and commituentis nade in the prior year'a Accountability Bidget,
pointing out whiih objectives or commitments have been met and - - . :
explaining the reacns for shortfalls or other deviations from promized ob-' -
Jectives or commitmenti, This zay include descriptions of program and manage-
ment ‘impact of legfslative actiuns on the prior year'a budget submission as

well as aubsequent fubernatorisl or agency actions affecting object:.es and.
coumitunents. : : L

- 6. The zrzasmittal letter should also include as a third attachment
preliminary MBO's for FY 1977 4n the format prescribed. for the Governor's
condeused summary for the MBO program in the Governor's wemcrandum to agency ; L
heads dated Auguaz 7, 1975, re: Management. by Objectfves for FY 1976, - . i o

T

7. The latter will identify any new legislation to he Proposed hivin; ;
an icpact on the budget or management objectives, including transfera of functions. :
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5 ) - . Bureau of the Budget
Circular No. 3
Reviaed September 1, 1975

. Schedule BR-0 Serica: Proposed Fund Allocations by Program and Supporting
Activities .

- 8. The tabular material supporting the program/budget requesta consista
of four achedules: Forms BR-0, BR-0-A, BR-0-B, and BR-0-C. The achedules °
shov tha derivation of .tha sgancy's budget requeat divided  among prograwk
rather than hiy objact ¢lgases and organizaticnsl elements. They also seive
to identify rogram increments and trade-offl: at the margin., To &saure that
tha achedulea are relevant and to not raquire excess work, the atub entries
ahould be worked out between the agancy and the BoB befora data is collected.

. 9. Tha achedulea will liat the varioua programs and supporing activities
"and tha amounts for esch for 19CY and 19BY. Thia is & total resourcea schedule
and shell include all appropriatad and non-sppropristed finracisl resources.
The identification of the programs and aupporting activities to be used will
be jointly detarmined by the agency and the Bureau of the Budget (see Part 1I,
paragraph 3 for furthar guildance). . .

10. All Faderal funds, including Federal funds passed on to or received
from or through othar atate sgencies (examplea: LEAA funds from ILEC or CETA
funda from CORMD), shall be shown as separata entries on each of the forms in
the BR~0 seriasa. See Part 1V, paragraph 10 for additional information re-
quaatad for Federal grants.

Schedule BR-0: Summary

11. Form BR-0 is derivad from the information shown on the BR-0-A and
BR-0-B and aumsarizea the sgency Program budget so as to highlight changes and
prioritiea. It will show for each program and supporting activity:

a. Tha amount allocatad for that purpose within 19cY apprepriations
_and allotmenta. Reasrvea which are nmot intended to be spent should
not be included.

b. The total of all decreases (groms, not net of offsetting lncreases)
from the 19CY funding leval ipr whatever reason, e.g., reduced work-
load, low priority wcvk, complétion of assigned mission, increased
producitivity, mechsaicration, etc. :

¢. The mzndatory incrzeases in requirements which sre not subject to
control by the agency head, auth as an increaced number of vouchers
to be proceased, and incressed number of peraons eligible for medical
saaistance, ard the realized (but not prospective) increase in
prices. .

d. The base for 19BY, derived by subtracting the decreases from and
adding the mandatory increases -.. “he 19CY allocation. .

e. Curesoh progian -aain incr s proposed for 19BY. Theae are
‘the additional umounts to continue those 19CY activities % present
lavels that the agency would propose to cut back to reach wae 90X
level.

349
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6 Bureau of the Budget
: Circular No. 3
Reviped September ), 1975

f. Program expension increments proposed for 19BY. These are to be
increases of the deairable, rather than mandatory type such as in-
creases in exiating programs to serve an expanded clientele with
improved services. In keeping with existing budgetary constraints,
there muat be a demonstrated public need for them and they nust
contribute to the Administration's objectives.

8- New initiatives, i.e., discrete new programs, aub-progrs#ms, or
activities proposed for 19BY. As in the case of program increments,
there must be 8 demonatrated public need and & contribution to the
Adminietration's objectives.

h. The total for 19BY for each individual program and supporting
activity and the 8rand total for the agency.

Schedule BR-0-A: Proposed Fund Allocations Within the 90% Level

12, Porm BR-0-A 18 used to identify the programs and supporting acti-
vities or portions thereof which are proposed for funding within the 90 per-
cent of the agency’s total for 19CY for Operations and Grants~in-Aid. The
total amount for Permanent Improvements will be treated as '"add-ons” on Form
BR~0-B and therefore omitted from this form. The BR-0-A form utilizes the
same columnar display as the BR~0 described above -- the 19CY allocation, the
decreases, the mandatory increases, the base of 19BY, the program maintenance
and expansion increments, the new initiatives, and the total for 19BY. The
grand total for 19BY on this form, however, must not exceed 90 percent of
the 19CY total.

13. Note that program increments 8nd new initiatives may be proposed

within the 90 percent level but they must be of higher priority than any
198Y funding proposale not within the 90 percent level.

.Schedule .BR~0-B: Program Increments Above the 901 Level

. 14. Form BR-0-B will reflect those 19BY funding proposals for Operations
and for Grants-in-Aid which be dated within the 90 percent of the
19CY total. It will also include the total amounts for Permanent Improvements.
BR-0-B will utilize the same program and supporting activity breakdown as on
the previous forms; however, a program may be listed two or more times depanding
on the priority accorded each proposed add-on (sub-program, activity, or effort).
In addition, the columnar arrangement differs from the other BR-0 forms. The
stub column will 1ist in priority order for Operations and Grants-in-Aid
(starting with the highest) each proposed increase over the 90 percent level.
The program will be identified, followed by & brief statement of the purpose

of the add-on., The figure columns will show ~-

a. For each program or supporting activity the amount allocated
for 19CY -- %he same amount as shown for the program/activity
on the precciing forms. The name of the program/activity may
be repeated several times, but the amount in this colummn will
be the same in each case.
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b. For each program and supporting activity, the amount of the 90
percent base ~~ this will be t:ken from the last column of the
BR-0-A. This aum also will be repeated each time the program/
activity name is repeated in the stub.

c. Program maintenance sad expansion increment amounts —— these will be
of the non-mandstory type, must meet & demonstrated public need and
contribute to the Administration objectives.. .

d. New initiatives amounts ~- these must ‘meet the same criteria as
program increments.

e. Total for program, including add-ons -- this column will show
for each add-on the new total for the program/activity for
Operations and Grants~in-Aid (the 90 percent bue figure from

. the second figure colunn plus the add-on).

Following a subtotal reflecting the add-ons and the
program totalas for Operations and Grants-in-Aid will be
liated, on a single line, the ts for Per t
Improvenents. Since this ie a zero-based item, the
column headed "90X base (from BR~0-A)" will be left
blank and the ent{re amount of the 1976 request will
be ahown as Program Increment or New Initiative.

The final figure in thia column will be grand total
consisting of tha final total from the last column of the
BR-0-A plus the totals frow the program increments/new
initiatives columma of this form. It will be the same aa
the fital total 19BY request on Form BR-0.

BR~0-C: Croiwalk Between Programs/Funds and Category endi ture

. ...15. . Form. BR-O-C takea the 19CY funding level and 19BY total request
ﬂ.gunl for each program and supporting activity from Fotm BR-0 and bresks
them by category and fund. The stub column will 1ist the program/activity
and beneath it the treasury fund or non-appropriated resource. The figure
columns will show for each fiacal yeri the amounts for .each category —-
Operations, Graata~in-Aid, Permanent Improvement, and Other.

Schedule BR-1: Summary of Available Reaources by Budgetary Program

16. This schedule, prepared on Form BR-1, will identify the agency pro-~
grams and supporting activities and ahow the amount of financial resources
applied to each. A further breakdown by subprogramas is to be provided vhere
tha amounta are significant. The programs and supporting activities to be
reported will be those determined jointly by the agency and the Buresu of
the Budget for use in Schedule BR-0.
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17. The schedula will show for esch program and supporting activity the
smount of Obligstional Authority avsilsble in 19CY and proposed for 19BY and
the difference batween the amounts for 19CY end 19BY. It will be in the form
of two sepsrste schedules when non-sppropristed resources are sveilable. The .
first will reflect the distribution of sll svesilable financial resourcea and
will sgree with the sums reportsd on the BR-0 Summary. plus unspent resarves. Thia
schadule must also agree with the "Grand Totsl'” on the BR-2. The second
schedule will reflect the programmatic distribution of the amount ahown as
"Appropriations Requiring Genaral Assembly Action” on the BR-2. This is the
only schedule needed when there are no non-appropriated resources zvailable.

18. The sequenca of presentation will be total first, followed by. the
individual programs and supporting sctivities. The total line will read either
"Totsl Resources Available' or "Appropristions Requiring General Assembly
Action". .

lssue Pspers

19. The purpose of ths issue papera is to permit maximum agency input

" 4n identifying fasues and preparing the decision Papers that will ultimately

be reviewed by the Governor. The format also permita the agency the oppor-
tunity to idsntify basic alternatives that it believes should be reviewed by
the Governor.

20. Close cooperation between the agency and Bc: i1l be required to
minimize unnecesssry submissions and to ensure that aguacy and BoB positions are
clasrly identified. This process will be an iterativé one beginning with the
identification of issues during the summer. The sgency and BoB will then sgree
on those major issue papers that will be submitted with the budget submission.
In. the case of major program expsnaion or reduction the agency in its igsue
psper ghould identify and analyze the major alternatives to such action even
though a final BoB position has not been determined. Where a tentative BoB
recommendation is known, it can be incorporated into the paper. Additional

..issue papers may.be.required later during the budget.review process and as -

new topics srise. Othar issuea may be dropped gg they are resolved.

21. The final decision package thst will go to the Governmor will con-

‘tain & summary of those major program increases, decreases or reailocations

on which the agency and BoB sgree. Major agency and BoB differences will
be spelled out in the format of the issue psper. In some cases an isaue
pPsper will be required even vhen the agency snd BoB agree if the resource
or other implicationa of the agency propoaal merits the careful considera-
tion of alternatives by the Governor.

22. The issue paper should most deairable be limited to one page but
should not axceed two pages. The budget requirements for BY+l (FY 1578 on
the attached example) are requestad to indicate the outyear effect of the
proposal. The assumptions made concerning that impact should be.explained
in the isaue psper. Additional outyears may be added if necesaary to indicate:
the full impact of present decisions.
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Narratives for Book I, the Accountability Budget
23. Narrativas for Book I, the Accountability Budget, should be submitted

to the Buresu of tha Budget within e week after finel decisiona by the Governor
on tha agency’s programa and budgets, but in no cass latar than January 15.

24. 1In each case the Darretiva must addrass itself to the public need
that the progran mests and tha Adminiatration’s objectives. Emphaaia will be
on parformance and coet-effectivaneaa. ' The program product (outputs) are to
be quantifiad to the maximum extent posaible so that they may bs related to
program coata in & meaningful mannsr. Aa each program haa a goal or purpose
it serves — scna raason for being a program —- it should be posaible in wost
inatances to measure its accompliahments iu such s manner as to provide aome
perspactive on its relative valua.

25. The narratives. are deaigned to eid the geperal public s well as
the legislature in Saining an understanding of what the state govermment ia
doing, w7 it is doing it, and what it coata. Armed with thia information,

1t should Le posaibla to make an informed judgment es to the neceasity for
the smounts propoaed for 195Y.

26. Program narratives muat be succinct, devoid of technical teru:s,
and held to the mipimum length y for adequate presentation. While
bravity is dasirsbla, it should not be cerried to such extremes that under-
atandability ia jeopsrdized. . The narretivas should describe prograns in
terms of facta or Spacific deaired outcomas, 8voiding generalitiea, over-
promises, and morel judgments. - ’

27. Narratives abhould provide explanations of the _budget requeats,
increases, decreaeea, objectives, and other data presented in the BR-0 and
BR-1 achedules. When tha program ia revanue-generating, the amount of
revenue and the net coat of the program are to be given. .

R 28, Narratives should go off from the preceading year narrative, up- }
ey S g schil eV ement “or ‘nonachievement of “objectives; describing program i cern oo in e
changes and accomplishmenta, and maintaining aufficient year-to-yssr con-
aistency that e maximum of eccountability for past Tomritments is -achieved. The
agency MBO program is aleo & source of material for the Accountability Budget

narrative.
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INTRODUCTION

Huvse Bill 543 (Chapter 460, Montana Session Laws of 1975) provides that the “'burge! -
tlirecior shall implement a program planning and budgeting system . . . for at least nne pro.
(eenn i representative agencies of state government service such as planning. human service
dulivery, lLicensing and regulation, and other programs as determined by the budget director.”

The Ottice of Budget and Program Planning has responded to this legislation by designing a
program planning and budgeting system which consists of three distinct but closely related
phases'  policy formulation, long-range planning, and budget development. The first two steps
have largely been completed, the results being refiected in the Governor's Policy Initiatives

wnd the Executive Planning Process. The final step - translating the policy Initiatives and
mult:-year plans into the 1977.79 executive budget -- commences with the distribution of these
and related budget instructions. '

Preparing the 1977-79 Executive Budget

The Execuitve Budget for the 1977.79 biennium will be prepared in three parts. The first of
these is the traditional budgeting approach with some significant medifications. Under this
muthod, a budget retlucling the cost to continue the current level of services will be prepared

and submutted to Office of Budget and Program Planning by June 30, 1976. Then, any desired
maodifications to the curient level service request {expansions, reductions, and new activities)

will be prepared and submitted by August 15, 1976. All agencies excluding those selected as

pilot projects will prepare their budgets in this manner. Instructions for this approach have already
been distributed. -

The second barl. which will be used by the eight programs selected to be pilot projects, is,
required under House Bill 643. It is described below.

The third aspect covers the. preparation of the Long Range Building Program. House Bill 643
requires that all agencies prepare their capital budget requests according to the format prescribed
by that legislation. The Construction and Maintenance Division, Department of Administration,
will distribute instructions for the preparation of capital requests in a short time. o

The Priority Budgeting System

The reauirements ot House Bill 643 can best be fulfilied by utilizing an approach which is being
termed the Priority Budgeting System. ’

The basic concept of the Priority Budgeting System is that the estimate of financial neecs for
a budget program must be justified in its entirety, and is analyzed by decision-makers accord-
ingly, Program managers are required to biennially assess the benefit derived from ongoing
operations, us well as the need for additional resources. The Priority Budgeling System will
identify to all Jevels of management the cost, benefits, and suggested operational improvements
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) assocnated with the achievement of desired uodls and objectives, as established by both the
Governor's Pollcy Initiatives and departmental executive plans,

The process begms with the identification of all the dlscrela activities within a program‘ The
budget request for each activity is developed in a series of “activity decision packages,” each

one representing the resources required to support a particular output end impact Ieval at which
lhe acllvnv would operale it the fundmg request were ultimately approved

Decision packnges are then ranked in order of priority by each manager in prasamlng his budget
request 1o higher management, The ranking process is further carried out 2t the department leval,
These department recommendations wlll then be evaluated bv OBPP in cooperation with program
personnel pursuant to tormulating . final recommendations for the. Governor's action. The ranking
process offers each manager 8t each decision level the opportunity to fully express his recom:
mendations for the allocation of resources within that particular erea of rasponslbulnv,

These instructions 'and procedures are intended to explain the purpose and concepts underlying
the Priority Budgeting System, how to complv with the various information requirements of

" House Bill 643, how to complete the various forms involved, and how to arrange and submit
each program’s final budget request to OBPP, 1t is strongly urged that all individuals carefully
read and digest these instructions, The concepts are initially difficult to grasp {although once °
understood, they should not be difficult to apply), so it is important that they be fully under-
stood. Knowledge of the process should not be limited to fiscal managers. A critical element
in the successful completion of the process is the completa Involvement of both fiscal and
program rmanagers, In fact, the initlal steps in the process should be completed by program
managers.

Once these instructions are distributed, OBPP staff will work closely with each of the eight
progrems in explaining the use of the process. ‘It is imperative that the various concepts be
clearly understood 8t the end of this phass, :
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. ' GLOSSARY

Budgut Program Structurs. The method employed to organize information and eramine Outputs
and impacts. it is a statement of the functions and activities of state government, relating the
cantribution of each part to the whole. The program structure is in turn dependent on 2
clssification system, which allows comparisons to be made between similar activities. For the
purposes of this approach, the components of the budget program structure are as follows:

1. Functional area: forming the highest level of the structural hierarchy, each functiona!
area represents a major purpose of state government. Seven functiona! areas have been
identified for current state operations, including General Government, Economy and
the Environment, Education, Human Services, Community Development, Public Safety,
and Transportation. e

2. Program: the major subdivision of & functional area, a program is a logical grouping
of a set of activities around 8 COmMmMON purpose.

3. Category: the third level of detail, a category is the basic component of a program,
1t can be expressed in goal terms and should reflect the efforts necessary to achieve
the stated goal(s).

4. Activity:. a discrete function or operation which utifizes resources to achieve specific
objective(s) through the production of work outputs which have 8 messureable policy
effect on client groups or the environment.

1113 )mportant 1o note that a budget program structure does not necessarily have to parallel
organizational program structure. The activity is the b=siZ building block and should easily relate
1o either the budget or the operating structure. For p.-Ta‘ation of the 1977-79 executive
budget this program structure will be applied only to those eight programs covered by these
instructions {see Attachment V1),

Obijective. A statement of a planned result, quantifiable within e specific time-frame,

Worklosd and/or Demand Estimator. The impetus for providing the means to achieve desired
end results {origin can be from citizens, legisiation, or natural causes).

Output Measure, An accountable unit of work produced at the aclivily level which measures
the extent of that activity. {This term is being substituted for “program size indicator” in
House Bill 643.)

impact indicator. A measure which indicates the effect activities have upon individuals {clients,
target population) or the environment. (This term is being used in place of “effectiveness
measure’ called for in House Bill 643)) )

Current Lavel Services. The leval of effort suthorized by a program’s sppropriation for the 1977
fiscal vear, plus inescapable increases due lo salary edjustments, inflation. etc. {Any activity authorized
through a budget amendment is not a part of current leve! services, but rather should be treated

as a moditication to current leve! services.)
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THE PRIORITY BUDGETING SYSTEM: PURPOSE AND CONCEPTS

~ Purpose

In most cases. plans anu budgets &re typically developed by taking the cost of the current level

n! operation, adding “"built-in”* and inesr.apable. adjustments such as salary increases, and then
requesting additional expenditures and programs. This -process does not require a detailed
review of the ongoing operations and expenditure levels, has led to ever.increasing budgets,
ind Pplaces the burden of proof on the top management review process 1o alter these budget
requests.

For the 1977-79 budget, a system is being introduced which requires each pilot program manager
to justify his entire budget request in detaitl, and shifts the burden of proof to each manager to
justify why amy morwy should be spent. This procedure requires that all activities and operations
he identified in “‘activity decision packages,’” which wiff'be evaluated and ranked in order nf
imposfance by systematic anaiysis. (Activity degision packages are so-named because they require
thorough analysis of the costs and benefits of completing a discrete activity and because the in-
formation generated as a result of such a process encourages a more rational decision on the
desirability of carrying out the activity and, if so, at the most appropriate level of effort.)

This approach shouid provide numerous bunefits for program managers. First of all, the identi.
tication f one hundred percent of each activily requires each manager to czrefully evaluate and
consider the ongoing need for each activity and to consider different levels of effort and alter-

adtive ways for performing the activity.

Secondly, based on the evaluation of alternatives, the program, and activity mianagers t.ave the
opportunity to communitate their analysis and recommendations to higher management for
review and consideration in determining budget allocations,

Third, orice activity decision packages have been identificd, prepared, and accorded a priority
ranking. changes in desired expenditure levels for program bizdgets do not require the recycling
of budget inputs. but the dacision package ra:king identifies those activities {decision packages)
10 be aaded or deleted.

Finatly, the lis? of ranked c'scivnin (.22525 €an Lu :ied during the operating year to identify
activities 10 be reduce’ ¢ #-pamitad 1f allowable experditure levels change or actual costs vary
from the budget.

The philacophy, procedures, and budget forms and instructions for the Priority Budgeting System
are descrived in this manual. The instructions are intended 10 2w 8 gcod-: deal of flexibility

in adapting the gzneral concepts and procedures to your seewific needs. “"his process has three
basi.. forms, which ar: intended to aid each manager in planning and huzgeting for his activities;
they are not forms %0 be filled out after the planning and budgetitig precess is completed. Once
these analysis forms are compiated and the allocstion decisions made, lha reguiar budget forms
will be used to furier explain those decisicns in more detail.
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Concgpl of Activity Decision Packsges

An activity decision package idantifies a discrete function r cperation un 7 definitive manner

" for management gvaluatic”; 2 comparison with uther furracn, including consequences of not

performing that function, i.-.i3tive courses of action, #r.d costs ond benewits,  Aciivity decision
packages will be defined at operating levels helow the progsm leve! in most Japarimeniz where
discrete pieces of an operation can have meaninaful . deriicaticn and evaluatioo.

There are two types ¢f alternatives that should be considerad when deveiiping atsivity derisan
packages: ' '

1. Alternative methods of performing she same activity.  This analysis idnntifrs

_allernalive ways of performing a function. The best alternative is 1thosen and

the others ere discarded. A : :

— If an alternative to e current way of doing business is chosen, the recommirncied '
way will be shown In the decitlon package with the current way shown ssoan’,
slternative. R o

= Only one decition package Is prepared for the method selscted. Tt shows the recom- ey
mendsd way of performing the function snd identifies the slternative wa's contidered,
giving » briet explanation af why they wera not chosen.

% Alternative levels +f effort of performing the function. “This enalysis identifies
alternative levels of effort 1o perfarm a specific or related activity. A minimum
lavel of afftet should be established (eighty parcent or less of the current
biennium spereariation), and additional levels of efiurt identified as separate
decision packages. .

Tivis minimum leve! of effort package may not completely achieve the purpose
cf the activity leven the additional levels of effort pruposed may not completely

. achieve it because of realistic budget and achievement constraints), but it should
identity and attack the: wost important elements. In many cases, the minimum
level of effort may be mud less than BO percent of the current level of operation.
{one exception to this rute of thumb would be start.up functions or operations
that were not up to full speed during the preceding budget year).

Managers should consider both types of alternatives in identifying and. evaluating

nach fur~tion, Managers will usually identify ditferent ways o7 perforining the

same function first, and then evaluate different levels of effort for performing

the function for whichever method is chosen.
The identification and analysis of alternatives and the subsequent preparation of activity decision
packages cannot be made in a vacuum. Guidelines concerning such matters are available in
the G 7% Policy Inltiatives. Those initiatives have been amplified and supplemented as 8
part of the Lxecutive Planning Process and should provide the basis for the identification and
consideration of both altemative methods and alternative levels of effort.

Formulation of Activity Decision Packages

Activity decision packages are usually formulated at the next level below the program level.



O

ERIC

Aruitoxt provided by Eic:

This shiould promote o detailed identification of activities, operations, and altarnatives by those
menagers most familiar with the task to be pertormed, as well as generate interest in and .
commitment by those individuals who will be responsible for carrying out the actions identified

' in the approved packages.

To begin ing sctivity ik kages, & ger might logically start by i ying the
" current Year's operations. The manager can take the current yesr's expenditure fevel. identify

the functions or oPefations 9 this and calculate of #sti the cost for each

“function. After current operstions have besn broken Into activity isi the 0

can start looking st the requirements for the coming year.

The identification of “business as usual® (or current) levals of effort and funding merely provides
the basis from which each manager will consider operating requirements for the ensuing biennium.
The real starting point in determining the next biennial budget occurs when alternatives to “‘current”
levels of effort are developed by evaluating different ways and/or levels of effort to perform the
activity. 1t an alternative to the “‘current’ method is chosen, the so-called alternative method is
incorporated into the recommended package and the ‘‘current” method is identified as the alter-
native. At the conclusion of the formulation stage the manager will have identified the pro-
posed functions, which will fall into three categories:

1. Differens 1+1ys and/or different levels of effort for performing

the functiun; '

2. “Business as usual,' where there are no logical alternatives
so the present method and level of effort is racommanded; and

3. Packages for new functions or operations.

Before performing the analysis relevant 10 the varfous activities, a list of those activities which
will be the subject of the decision packages should be discussed with OBPP.

Activity Decision Package Ranking

Once all activity decision packages are completed, successive levels ot management will rank all
of those packages in priority order of importance.

This section suggests some ranking procedures that may be of help to each manager in ranking
activity decision packages. The ranking process attempts to provid2 management with a technique
to atlocate its limited resources by answering the questions of what objectives should we attempt
to achieve and how much should be spent in this attempt?

Management can try 1o answer these questions by taking *xhe decision ~3Tkiges identified and
analyzed and listing (ranking) them in ordes of decreasing benefit 10 iach yrganization. Manage-
ment can then identify both the benefits to be gained at each expenditure level and the con-
sequences of .not approving additional packages ranked below that expendilum‘ level.

The initial ranking of packages should occur at the orgznizational level where the packages are

developed in order 10 allow each manager to evaluate the relativs importanre af the various
activities involved. This ranking will be reviewed at higher organizational leveis and used &5 a
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.. guide for merging those rankings. At the lower organizational levats, rankings can be done by
an individual with adequate detailed knov/ledgr of the areas involved. However. gt the higher

" levels the expertise required to rank.packxyies may be best ovtained through a joint reviess and
analysis procedure similar 1o the one curertly being used in considering the executivi plans.

Two probiem areas can be expected Curing the initial implemgnl.ﬂlion cf the rankiny process'
1. Managars may {.ave c-nceptuat difficulty in ranking packages that

they consicler “sequizernents’’ and may expresy: cencern as to thei

ability to judge the relative importance of dissinvlar functions since

many packages require subjective judgment.

—'v v 2. The number cf decision packages may be too great: far the time
manézgement has available to thoroughly evaluate and rank the
packages. :

The ditficulty and the time consumed in ranking packages can be reduced. however. if managers
do not concentrate ort rankifig packages that are high priority or “requirements’ and are well
within the expenditure guidelines {other than 10 ensure that all alternatives, cost reduction
opportunities, and operating improvements have been explored and incorporated as appropriate},
but instead concentrate on discretionary functions and levels of effort: and do not spend 100
much time worrying whether package 4 is more important than package 5, but only assure them-
selves that packages 4 and 5 are more important than package 15, and package 15 more important
than package 25, and so on.

Ranking packages at each organizational level thus allows the responsible managers to evaluate the
desirabitity of various expenditure fevels throughout the planning and budgeting process.

Conclusion

1t is important 1o note that the basic thrust of this approach to planning and budgeting is to
re-focus attention on the outputs {work accomplished) and impacts (effectiveness) of a program’s
efforts, thus enabling a clearer understanding of the way inputs (resources in dollars and personnet)
are managed to achieve those results. In fact, the relationship between inputls and outputs is the
basis for evaluating efficiency (or productivity); the relationship between inputs and impacts
establishes the basis for judging effectiveness. Thus, the Priority Budgeting Procecs builds upon
the strengths of the traditional input approach to budgeting by providing program and fiscal
mar-agers, as well as executive and legislative decision-makers, with a much more concrete assess-
ment of both efficiency and effectiveness than they have ever had before.
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Philip W. Noel
" Governor

TO:

* FROM:

SUBJECT:

Introductory
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State of Rhode Island and Providence Plantations
DECUTIVE CHAMBER, PROVIDENCE

July 27, 1873

All Department Directors
and Agency Heads

-

Philip W. Noel, Governor . \\

Zero-base Budgeting

You will recall that one element in the range of assignments I set for my

ndmlnistruﬁén was the introduction of zero—baée budgeting.

" 1
I share in the concern of all taxpayers that our government may well

have lapsed into carrying on activities - maybe even entire programs -~ as

matters of habit and routine, as the continuing exercise of effort perhaps

without product, and the spending of public funds in the conduct of thingas

which are questionably effective in reaching any objectives whatsoever or are

of doubtful value for our times.

This is the origin of my firm position that in developing budget requests

HE=892 Q- 77 - 24
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’ for the coming year every department director i8 mandated to work within the
» concep? t‘hat
. . . program justification starts at zero dollars;
. . every activity is subject to question, starting
with whether its very existence {8 warranted and,
if 8o, what is its relative value in reaching
program objeqﬁves; and
. .« . further, if an activity qualifies for introduction
or expansion, such should come about through
the judicious devaluing of other activities.
This is for the most part the essence of budgeting from zero-base.
Activities are examined, assessed as to need and effectiveness, and there-~
‘ updn adjudged for continuance or downgrading or upgrnding; Generically
this is to be the objcctive in preparing Tequests for funding for 1975.

.1 fully realize that & formalized system to this end could entirely displace
_the existing budget prepasation process, or, otherwise, the concept can be
factored thereinto. Since [ will be more concerned with the conclusions of
‘ j‘udidous management than in what might result in an essentially formalistic
display, our major move in the preﬁunﬁon of the 1975 bu::!get will first be
to embody the concept of base zero into our considerations. This will permit

us to continue the on~going development of program budgeting while
particularly stressing the point that everything demands justification before
any dollars are prq\}ided.

To carry off this tssk you will be required to evaluate your programs

and activities in greater depth and in & more objective manner~t.£;;{;i-xi the
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past. The pattern to be followed is given below. As for the outcome, every

element of success will be an advantage to the effectiveness of government,

will impact favorably on costs, and thereby will be a stroke in favor of the -

-taxpaying public.

The 1974 Setting
The budget document for fiscal 1874 contained & considerably upgraded

_fohnnt displaying newly-deveioped program information and a restructured
presentation of financial data. Customary agency descriptions, previously
focusing on organizational characteristics supplemented by supportive program
and financial data, gave way to a schematic presentation based on departmental
and divisional objectives and activities, linking thereto prior year pro‘gram
results and intended accomplishments fc;r the upcoming year. ‘The underlying
rationale for this further move toward program budgeting was that by displaying
activities of state government in térms of purposes and outcomes a much improved
vehicle for explaining and supporting requests for appropriations would res;xlt.
The division of budget working closely with top-line peraonnel‘ in the
various departments developed and applied this new budgetary format to most
governinental operations.' Unfortunately, because of constraints of staff and
the statutory deadline for budget submittal, there was not sufficient time to '
completely extend this approach throughout the government, For the 1875
budget; however, all departments and agencies are to plan to have their

presentations in this format.
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- Moving to -Zero-base Approach
Entry into the pattern of assessing and evaluating all activities from
base zero is to proceed as follows (on forms provided):

1. Department directors and agency heads are to re~examine
the FY 1874 budget presentation of your (a) program ob~
" “jectives and (b) particularly the activity hierarcities,
with a view to modifying or re-casting such, if the
case requires, so as to conform more closely with pro-
jected 1874 operations.

Special attention is to be addressed to activity classi-
fications: '

. where there are omissions, activities ure to
‘be added;

. where refinements are necessary, alterzmons
are to be made.

. on completion, the re-aligned structure will
be a designation of all agency activities to
be performed during fiscal 1874.

2. Moving a step further, you are to assign your estimate of
the priority rank of each activity as an indicator of its .
relative importance vis-a-vis other activ.ties in the
attainment of program objectives.

3. Additionally, since the hierarchy of priorities can
ordinarily be expected to correlate with the comparative
degree of funds allocated, you are requested to reasonably
determme (and set forth) :

(a) the amount of agency funds allocated to each
.activity, and, alongside,

(b) the percentage of agency effort each activity bears
" tothe total of all activities; it is recognized, of
course, that this percentage may or may not

correlate with the allocatio:. of funds.

"
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The preceding' are neither simple nor surface actions. They require a
kind of program-activity-soulsearching which may be new to some and which
in any event is never easy. They will, however, increase and intensify

awareness of the relative degree of necessity of work undertaken.

Moreover, so assessing current FY 1874 activities is a pre-requisite

to the follow-through for FY 1875,

Budget Request for 1875

For fiscal 1975, the same activities review and analysis process is to
be followed. For the zero-base concept to begin to take hold so as to pro-
gressively permit decision determinations to be made upwards on the continuum
of least to hi.ghest values, a number of additional advisories and factors.must
be adhered to. They are as follows:

1. Obviously, the 1974 appropriations level is not to be
construed as the starting point for 1375's requests,
with all activity analysis and justification largely
centering on changes incremental to that level.

2. Program activities are to be analyzed and justified
in the context of carefully delineated objectives, i.e.
as stated in the 1974 budget or recast in the re-
assessment thereof.

3. Activity costs are to be calculated from base zero
according to targets set for 1975, i.e. how much will
be required to fund anticipated accomplishments.

4. You are especially requested to indicate how the cost
~of proposed expansion or deepéning of any on-going
activity, or the addition of a new activity can be
offset by cost reductions as the result of

(a) the diminishment or abandonment of other
activities,
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(b)  the introduction of more efficient program
alternatives. ’

5. You are to designate (a) the priority rankings for
requested 1975 activities, and (b) the percentage
of agency effort of each activity to all activities.

8. Finally, from the atructure of your detailed budget
‘requests for FY 1875 - which follows the itemization
pattern evolved through FY 1974 - you are to apportion

the amount of funds assignable to each activity.

The redeployment of effort (#4) and funds is left to
your management judgment.

Enclosed herewith is an illustration of the form to be used in implement-
ing this movement to zero-base budgeting. Child welfare services which

appears on p. 41 of the 1874 budget is.the illustration; its completion is,

.of course, left to the agency involved. Each budgeted agency will receive such

a form, with extra copies available.
Additionally, forms will be provided for the submission of presentations
and data relative firat to items #3 and #4 of the section herein on the budget

request for 1975, and otherwise for explanations relative to any other segment

- of the budget request process.

Enclosed with this document or soon to follow are the appropriate bud-~

getary forms and instructions for building up and aggregating the body of cost

data relating to agency operations. These follow the on~going pattern, 1iis
the disposition of such requests which will be affected by our movement

toward zero-base budgeting.



Duri.ng the month of Auguat or. very early in September 1 will meet with

ench of you to stress my concern for this aasignment and to discuss your pro-
greu and problema in respond.mg to the effort required of you. The budget

otﬂce will make arrangements for these appointments.

Sincerely,

Philfp W. Noel
Governor

U N S PN S SO

O

ERIC

Aruitoxt provided by Eic:



| PROCRAN ANALLILS SUAMARY POR PISEAL 1975

Dielon of dget o
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Soclal Services; -prov!du'p‘reventlve. lupportive‘ i |
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*Protactive Servicas: ,-offari protection for all children -
- who are living under hazardous condltions and who are
abused, neglocted or explolted by thelr parents,

oster Care: wprovides care for thildren fn fonter fanlly

~ homes and adoption hones, group placesent at the children's |
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State Uaiversity.
ABSTRACT

This articie des~zibes the wero-Base Budgeting System of the Statz
of New Jersey. It caumerates the aims and ricfalls of zerco-based
budgeting, plus, it identifies steps to avoid hazards when implementing

Zb3.

Z8B is a system in which egch governmental program, regardless of
whether it (s a new or existing program, must be justified in its entirety
each time a‘neu budget is formulated. It offers management a practical
tool for evaluating program benefits versus costs, a method to redirect
progren efforts and funds from low priority existing programs into high
priority, possibly new, programs, a means to improve efficiency and

e —-@Efectiveness,.and s rational way.to reduce and. control budget growthe . . oo

w
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ZERO-BASE BUDCETING IN NEW JERSEY

Backxround

Gn‘July 22; 1974 a memorandum was issued by Governor Brendan
Byrne to all Departoents agd State Agencles, It called on "all managers
at all levels to question the contloued need for every program and

every activity vithin every program of our State govertment and asslgn a
priority ranking to each such program and activity."t/ In aécordance with
the Governor's directive, zero-base budgeting was instituted to evaluate
present and anticipated program funding plans, Trws, New Jersey joined
the groving list of governmental agencies atd private industries utilizing
288 to prepare budgets. Curreatly, the States of Geé;gia, I1linols, New

Mexico, Delaware, and Texas are experimenting in some manner with zero-base

budgeting trchniques. )

Governor Byrne was urging the zero budget concept in conjunction --ith
hl; é;x reform program, declaring that the tax package, which included a
graduated income tax equal to 12% percent of the taxpayer's Federal income
tax llablli;y, was designed to limit th (i cture property tax rate increases
by munlcipalities and counties. Tpezufore. the Governor stateé. the State
has to adopt a policy of frugalicy io spending.gj By Augusc, the tax package

proposed by Byrne had been skillfully pusked through the Assembly oaly to

be stalled in ;Se”é;n;ég Lndeéinitei;t. ¥§£"§EE:E"GEEI£5226 aEn;>aéfiéi
ranging from 330 to 400 mlilllon dollars would face the State in th; 1976
fiscal Year. This deficit estimate d}d not include what was projected the
State would have to pay to the local scliiol districts to meet the terms

of 4 lower court order (the Botter decislon) on school ald., The ainioum
vﬂrlmuéc tor i :reased State school ald was 150 million dollars whlch vas

to gins ro LI0 Aillion dollars as a result of a decision by the State's

Suprews < rt.3/
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The fiscal wd econumic environdens of New Jersey served to provide an
ataosphere conducive to implementing zero-base budgeting. As the Covernor
looked -ahead to the next year when the full effect of the deficit ;ould
be felt, he remarked: “It must be clear £o all taat for some activity or
prograns, appropriations in FY (fiscal year) 1976 may have to be eliminated

entirely or reduted below che FY 1975 level "4/

The objectives of this article are to describe zero~based budgeting in
New Jersey, to point out its aims and pitfalls, and to identify ways

to avoid hazards whea implementing 28B.

Bescription of Zero-Based Budgeting in New Jersuy
Zero-Based Budgeting has been defined as a system whereby each governmental
program, regardless of whether it is a new or existing program, wust be

justified in its entirety each time a new budget is formulated.5/

The basic steps to zero-base budgeting are:
1. 1ldentify and describe e&ch discrete program activity in a

"decision"” package. R

T""A program activity is defined 3s a distinct function of sphere of action

directed towards achieving a program element objective.é/

2. Evaluate and rank the packages by benefit veruts cost analysis.

3. Allocate the resources accordingly.7/

2
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L ooLron wildavsthy obaerved 10,1

budyeting :cndi-Lo »e increzenial. Rately are gross changes made. The
New Jersey IBB systea recoghizes this facz and also recoynizes that wvhat
is the best allocation of funds is i matcer of subjective judgezént.

New Jersey's C33-mvgzea Seexs to privide stats decisionZasers wizs the

inforzation to pass uore razioaal subjective judzements anil the abiliey

to evaluate and rea;isn prograa prioricies.

Three budget forms are crucial to providing the decisionmakers with
the needed information. . They are the Zero~Base Budget Reqhesfs — Priority
Packages, the Zero-Base P?iori:y-Ranking sheet, and the Performance Analysis
Form. These forms sServe as a ”degision" package which identifies and
describes a program dctivit; in such a manner that management can evaluate
its benefics and rank it agaiasc other activities competing for limiced
resources and then decide whether to fund it. The forms are designed
to provide management with an indication of the obje?nives [13 che.program,
the activities by which the prograz objectives ar% to be achieved,
the benefits expected from the program, the qualitative.and quanticécive
effects of reducing or not ;pprcving the pregram activicy, the expenditures
of funds and perconnel the activity requires, and the effect on personnel
“Jhu’rééﬁhifeé”if“chg“allocac}on of--iunds is-reduced.or snot allotted at =

all.

For exasple, the Zero-Base Budget Reyuest ~- Priority Packages form

displayed below as's the agency to:

...state the objective of the proyram accivicy

...list the legislative scatutes that would need to be

repealed or amended at the various funding levelss O percenc

*,

o

2
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50 percent, 75 percent, L0Q percent, i25 percent, above 125

percent funding of che current funding level

srodeseribe the qualtitative etfects or impacts of funding the

“program activity at the ditferent funding levels

...evaluate the quantitative effects of each funding level upon

the program activity

...estizmate the effects of each funding level on budgeted and

dedicated revenues, and

...indicate the effects of the alternative funding levels on

personnel.8/

« The information derived from this form attempts to provide answers

to the central question of whether the benef}:s to be lost where funds

would be decreased outweigh the benefits to be gainea where funds would

be tncreased ur mainctained. The answer is conditioned in part on the
effects and impacts on what outputs and inputs wou1§ be louvt or gained,

and on the decisionmaker's subjective judgement as to whether the outpucts
and inputs are valuable and desirable. These judgements are made by various

officials in the management hierarchy.

m_umwM»«u»mHThe—Ze;o-Base I'rtority.-Ranking Form-serves.through a.vanking-process . — .
to prioritize the budget judgements of managemwnt decizionmskers. The
form requires the agency to rank the program activities within a program
subcategory in priority order at the various funding levels. A sample

coanpleted form has been reproduced and displayed below.

5
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Utillzing the 288 Budget Redquest -~ Prlocity Package forms, which bave
required agency tunagers to describe the consequences of various fumiing
levels on performing a program activity, the Stace decisionmaker at varlous
levels i3 able to compare and rank the "decision” packages in a manner
that will be consistent with the desired objectives and that will seek
to uptimize the program's success in achleving objectives and benefits.

The budget dacislomakers are then able, utilizing the ZBB Priority Ranking

. form, to stcept or reject a discrece level of effort and to unow che effects

of <rair decislon action. [n essence, 2BB furnished the decisionmaker

with the informatlon necessary to make a determination af to whether funding
at a current, increased, or a luer level is juscified by che benefits

to be realized or lost by a parcicular funding level. [t serves to answer
the questlons: 'How much should we spend?” and “Where should we spand
1e?"9/ The canking process provides management with a working tool to
evaluate and 41locate lps resources ln a more rational manner and gives

them che abiliiy to realiyn program priorities.

The Performance Analysis form of the "decision" package serves to
vide additional performance data on the outputs and effects of various
praograms. [t provides historic data, current data, and projects che

vifects of alterunative funding levels on fucure performance data. It

acts to supply more detalled informacion on the effeccs of management
decisions. [t helps to make a declslon, which by its very nacure must

he subjectlive, be at leist more rational. *

7
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Aims ot Hew Jersey's Z83 Systen

Sl Jersey'; past experiences with program budgeting servéd to Eacllxga:e
the introduction of zerc-base budgeting. It ﬁrovlded a program structuce
~and the means to classify program activities. Program yudgettng had developed
information on programis, the outputs produced, and in many cases rudimentarcy
data on the costs of the outputs, and an indication of the effects and Lmpacts

of the program activities.

‘The PPBS.approach was meant to be effective in hcinging out into the open
previvusly inarticulated assumptions that were utilized to justify a given
- progcam. This concebk was to often consumed by bureavcratic rhetoric, providing
the decislonmikers with scant help. The zcero-based approach, we felt, would
force all participants In the process to fozus on the necessity for choice as
the key aspect of hudge; making. ig/ Thus, under mounting flscai pressures,
" New Jesffz tried to build on the PPB$ e oiques.
ZB8 is aticapting to force state decisionmakers to begin to combine planning,
budgeting, and operational decisionmaking into a systematic Management process. 11/
It seeks to require managers to quantify bo:b the anixcxpa:ed costs and to provide

projected pecformance measures on the outputs, effectiveness, and efficiency of

the program. Hopefully, ZBB will begin to proQiﬁe :he"detalled iﬁi;}néiioﬁ

needad te do comﬁrehenslve program evaluations. Tt sought to aid the manager

and the budget decisionmaker by telling them what changes ln':he quantity or
quality of each program's outputs wouldigccur if funds were decrcased or increased.
It attempts to furnish the decisionmaker with the xﬂformation necessary to determine

whethet the current funding level {s still justified or whether a lower ar higher

8
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e
funding leve! will provide greater overall program beneflies. 288 tries to

soliclt agency intentions on how money would be spent and what performance resuies
could be expected. [t sought to provide management officlals with a vehicle

to tdentify pussible areas for reductlon if the executlve budget recomnendations
were lowered by the Leglslature's Appropr!a:ioﬁ. ZWB attempted to become &
useful tool in determining budget Ltéms to be vetoed by the Governor when the

Legislature forwarded an unbualanced budget.

ZBB aimed to provide declsionmakers with.the ability to examine program
objectives and programs that yere'EJSed on statutes that were eénacted to meet
problems or needs that were prioritles of days long past. Both the statute and
the thac:ives are brought up for re-evaluation. Thus, whole programs that owe
thelr continued existence to a leglslative action taken long ago, which are
contiaually refunded withou. question, now are to become questioned and focused
upon {n terms uf newd for, benefits to be derlved from, costs to be incurred,
and In term. of priority with other programs, hoth old and new, that are
competing for scariée dollars. 2ZBB charges an agency to develop n defense of
tts budget request that dowsn’t rely on the perimeter of constructed trenches
of previous appropriations.

Another aia of zBB was to pravide budger decislonmakers with a raclonal

<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>